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income of $24 million improved by 154% from 2002. Diluted earnings per share
for 2003 improved 150% to $0.50 compared to $0.20 for 2002. Cash flow of $38

million was generated from operations for 2003.

By the third quarter of 2003, our international revenue growth surpassed our

domestic revenue growth for the first time in our history. This growth was

While we are very pleased with this strong international growth, we also realize the

importance of expanding and strengthening our core North America priority

business, and we have made it a primary objective as we move into 2004. We have

Ve growif for {ns |

[eauers mevery [erminal Nrougnout ine country |

ang remain rocused onthis key imtjafive. |
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PART 1
ITEM 1. Business

General

EGL, Inc. is a leading global transportation, supply chain management and information services company
dedicated to providing flexible logistics solutions on a price competitive basis. Our services include air and ocean
freight forwarding, customs brokerage, local pick up and delivery service, materials management, warehousing,
trade facilitation and procurement and integrated logistics and supply chain management services. We provide
value-added services in addition to those customarily provided by traditional air freight forwarders, ocean freight
forwarders and customs brokers. These services are designed to provide global logistics solutions for customers
in order to streamline their supply chain, reduce their inventories, improve their logistics information and provide
them with more efficient and effective domestic and international distribution strategies in order to enhance their
profitability. Our merger with Circle International Group, Inc., in October 2000, significantly expanded our
international forwarding, customs brokerage and logistics operations.

We believe we are one of the largest forwarders of domestic and international air freight based in the
United States. We have a network of approximately 400 facilities, agents and distribution centers located in over
100 countries on six continents featuring advanced information systems designed to maximize cargo management
efficiency and customer satisfaction. Each of our facilities is linked by a real-time, online communications tool
that speeds the two-way flow of shipment data and related logistics information between origins and destinations
around the world.

We conduct our operations primarily under the name “EGL Eagle Global Logistics.” We were formerly
known as Eagle USA Air freight, Inc. Our name was changed to EGL, Inc. in February 2000 to reflect our
increasing globalization, broader spectrum of services and long-term growth strategy. Our businesses that have
historically operated under the name “Circle International Group” or a similar name have changed or are in the
process of changing their names, where possible, to EGL Eagle Global Logistics or a similar name.

We trade on the Nasdaq Stock Market under the symbol “EAGL” and were incorporated in Texas in
1984,

Available Information

We file annual, quarterly and current reports, proxy statements and other information with the Securities
and Exchange Commission (the “SEC”). You may read and copy any document we file at the SEC’s public
reference room at Room 1024, 450 Fifth Street, NW, Washington, D.C. 20549. Please call the SEC at 1-800-
SEC-0330 for information on the public reference room. The SEC maintains a website that contains annual,
quarterly and current reports, proxy statements and other information that issuers (including EGL, Inc.) file
electronically with the SEC. The SEC’s website is attp://www.sec.gov.

Our website is http.//www.eaglegl.com. We make available free of charge through our internet site, via a
link to the SEC’s website, our annual reports on Form 10-K; quarterly reports on Form 10-Q; current reports on
Form 8-K; and any amendments to those reports filed or furnished pursuant to the Securities Exchange Act of
1934 (the “Exchange Act”) as soon as reasonably practicable after such material is electronically filed with, or




furnished to, the SEC. We also make available on our website our Corporate Governance Guidelines and
information about our Board of Directors, including committee charters. The information on our website is not
incorporated by reference into and is not a part of this report.

You will need to have on your computer the Adobe Acrobat Reader software to view these documents,
which are in PDF format. If you do not have Adobe Acrobat, a link to Adobe’s Internet site, from which you can
download the software, is provided.

Industry Overview

As business requirements for efficient and cost-effective distribution services have increased, so have the
importance and complexity of effectively managing freight transportation. Businesses increasingly strive to
minimize inventory levels with just in time processes, perform manufacturing and assembly operations in multiple
locations and distribute products to numerous destinations. As a result, companies frequently want expedited or
time-definite shipment services. Time-definite shipments are delivered at a specific time and are typically not
expedited, which results in a lower rate than for an expedited shipment.

Customers have two principal alternatives: an air freight forwarder or a fully-integrated carrier. An air
freight forwarder procures shipments from customers and arranges transportation of the cargo on a carrier. An air
freight forwarder may also arrange pick up from the shipper to the carrier and delivery of the shipment from the
carrier to the recipient. Air freight forwarders often tailor shipment routing to meet the customer’s price and
service requirements. Fully-integrated carriers provide pick up and delivery service, primarily through their own
captive fleets of trucks and aircraft. Because air freight forwarders select from various transportation options in
routing customer shipments, they are often able to serve customers less expensively and with greater flexibility
than integrated carriers. In addition to the high fixed expenses associated with owning, operating and maintaining
fleets of aircraft, trucks and related equipment, integrated carriers often impose significant restrictions on delivery
schedules and shipment weight, size and type. Air freight forwarders, however, generally handle shipments of
any size and can offer a variety of customized shipping options.

Most air freight forwarders, like EGL, focus on heavier cargo and do not generally compete with
integrated shippers of primarily smaller parcels, including FedEx Corporation, DHL Worldwide Express, Inc. and
the United Parcel Service (“UPS”). Several integrated carriers, like Menlo Worldwide Forwarding (“Menlo”) and
BAX Global, Inc. (“BAX"), do focus on shipments of heavy cargo in competition with forwarders. On occasion,
integrated shippers serve as a source of cargo space to forwarders. Additionally, most air freight forwarders do not
generally compete with the major commercial airlines, which, to some extent, depend on forwarders to procure
shipments and supply freight to fill cargo space on their scheduled flights.

The air freight forwarding industry is highly fragmented. Many companies in the industry are able to
meet only a portion of their customers’ required transportation service needs. Some national domestic air freight
forwarders rely on networks of terminals operated by franchisees or agents. We believe that the development and
operation of company-owned terminals and staff under the supervision of our management have enabled us to
maintain a greater degree of financial and operational control and service quality than franchise-based networks.

We believe there are several factors that are increasing demand for global logistics solutions. These
factors include:



*  outsourcing of logistics functions;
* globalization of demand and supply chains; and
= increased complexity of supply chains.

Our Competitive Advantages

As an air freight forwarder with a global presence, we believe that we are well-positioned to provide cost-
effective and efficient solutions to address the demand in the marketplace for transportation and logistics services.
We believe that the most important competitive factors in our industry are quality of service, including reliability,
responsiveness, expertise and convenience, scope of operations, geographic coverage, information technology and
price. We believe our primary competitive advantages are: (i) our low cost; non-asset based business model; (ii)
our global infrastructure; (iii) our information technology resources; and (iv) our diverse customer base.

Non-asset based business model. With relatively no dedicated or fixed operating costs, we are able to
leverage our network and offer competitive pricing and flexible solutions to our customers. Moreover, our
balanced product offering provides us with revenue streams from multiple sources and enables us to retain
customers even as they shift from priority to deferred shipments of their products. We believe our model allows
us to provide low-cost solutions to our customers while also generating revenues from multiple modes of
transportation and logistics services.

Global infrastructure. Our global infrastructure enables us to provide a closed-loop logistics chain to our
customers worldwide. Within North America, our infrastructure consists of our pick up and delivery network,
ground and air networks, and logistics and warehousing capabilities. Our ground and pick up and delivery
networks enable us to service the growing deferred forwarding market while providing the domestic connectivity
for international shipments once they reach North America. In addition, our heavyweight air network provides
for lowest available costs on shipments, as we have no dedicated charters or leases and can capitalize on available
capacity in the market to move our customers’ goods. Lastly, we have enough warehouse and dock space
available to leverage our North America infrastructure for future growth and/or to provide such space to our
customers for their logistics needs.

Information technology resources. A primary component of our business strategy is the continued
development of advanced information systems to continually provide accurate and timely information to our
management and customers. Our customer delivery tools enable connectivity with our customers’ and trading
partners’ systems, which leads to more accurate and up-to-date information on the status of shipments.

Diverse customer base. While computers and other high-technology equipment manufacturers and
retailers continue to comprise a significant portion of our customer base, our customer base has increasingly
diversified into a variety of sectors including retail, pharmaceutical and the oil and gas industry. As such, our
focus continues to be expanding lines of business with current customers and adding new accounts in similar and
new categories of shippers in 2004.

As a global transportation, supply chain management and information services company, our revenues are
generated from a number of services, including air freight forwarding, ocean freight forwarding, customs
brokerage, logistics and other services.




Air Freight Forwarding and Consolidation Services

Our air freight forwarding operations include expedited domestic forwarding within the United States and
international forwarding. Our total air freight forwarding revenues in 2003 were $1.4 billion of which 30% were
derived from domestic air freight forwarding within the United States and 70% were derived from international
air freight forwarding. Our air freight forwarding and related logistics services include the following:

= domestic freight forwarding,
» global freight forwarding,

* inland transportation of freight from point of origin to distribution center or the carrier’s cargo terminal
and from our terminal in the destination city to the recipient (pick up and delivery),

» cargo assembly,
= export packing and vendor shipment consolidation,

» receiving and breaking down consolidated air freight shipments and arranging for distribution of the
individual shipments,

» charter arrangement and handling,

» electronic transmittal of logistics documentation,

* electronic purchase order/shipment tracking,

» expedited document delivery to overseas destinations for customs clearance, and

= procurement of cargo insurance.

We neither own nor operate any aircraft and, consequently, place no restrictions on delivery schedules or
shipment size. We arrange for transportation of our customers’ shipments via commercial airlines, air cargo
carriers, third-party truck brokers and independent owner-operators of trucks and trailers. We select the carrier
for a shipment based on route, departure time, available cargo capacity and cost. We charter cargo aircraft from
time to time depending upon seasonality, freight volumes and other factors.

We generate air freight forwarding revenues by acting primarily as an indirect air carrier and, to a lesser
extent, as an authorized cargo sales agent. As an indirect air carrier, we obtain shipments from our customers,
consolidate shipments bound for a particular destination, determine the best means to transport the shipment to its
destination, select the direct carrier (an airline) on which the consolidated lot is to move and tender each
consolidated lot as a single shipment to the direct carrier for transportation to a destination. At the destination, we
or our agent receive the consolidated lot, break it into its component shipments and distribute the individual
shipments to the consignees.

Our rates are based on a charge per pound/kilogram. We ordinarily charge the shipper a rate less than the
rate that the shipper would be charged by an airline. Due to the high volume of freight we manage, we generally
obtain lower rates per pound/kilogram from airlines than the rates we charge our customers for individual
shipments. This rate differential is the primary soutrce of our air freight forwarding net revenues. Qur practice is
to make prompt adjustments in our rates to match changes in airline rates.



As an authorized cargo sales agent of most airlines worldwide, we also arrange for the transportation of
individual shipments and receive a commission from the airline for arranging the shipments. In addition, we
provide the shipper with ancillary services, such as export documentation, for which we receive a separate fee.
When acting in this capacity, we do not consolidate shipments or have responsibility for shipments once they
have been tendered to the airline. We conduct our agency air freight forwarding operations from the same
facilities as our indirect carrier operations and serve the same regions of the world.

Local transportation services are performed either by independent cartage companies or, in the United
States and Canada, primarily by our local pick up and delivery operations. See Domestic Local Delivery
Services. If delivery schedules permit, we will typically use lower-cost, overland truck transportation services,
including those obtained through our domestic truck brokerage operations. See Domestic Truck Brokerage
Services.

We draw on our logistical expertise to provide forwarding services that are tailored to meet customer
needs and, in addition to regularly scheduled service, we offer customized schedules. Our services are
customized to address each client’s individual shipping requirements, generally without restrictions on shipment
weight, size or type. Once the customer’s requirements for an individual shipment have been established, we
proactively manage the execution of the shipment to ensure satisfaction of the customer’s requirements.

Our air freight forwarding business is not dependent on any one customer or industry. We provide
services to global or multinational customers as well as regional customers. In 2003, approximately 58% of our
net revenues were attributable to air freight forwarding.

We have an ongoing relationship with DHL Airways in which DHL provides us with broad coverage in
the United States, allowing arrivals in key markets by 7:00 a.m. and DHL uses our ground network on selected
routes. This arrangement also enhances our ability to pursue market share aggressively. We believe it is
important that our cost of transportation remain flexible without compromising our capability of providing heavy
cargo lift and service to our customers. Both EGL and DHL determined not to enter into a long-term binding
agreement to formalize the relationship.

Domestic local delivery services

In the United States and Canada, we provide same-day local pick up and delivery services, both for
shipments where we are acting as an air freight forwarder as well as for third-party customers requiring pick up
and delivery within the same metropolitan area. We believe that these services provide an important complement
to our air freight forwarding services by allowing for quality control over the critical pick up and delivery
segments of the transportation process as well as allowing for prompt, updated information on the status of a
customer’s shipment at each step in the shipment process. We focus on providing local pick up and delivery
services to accounts with a relatively high volume of business, which we believe provides a greater potential for
--- profitability than a broader base of small, infrequent customers.

" 7 As of Déceémber 31, 2003, Tocal delivery services were offered in 78 of the 79 cities in the United States
and Canada in which our terminals were located. On-demand pick up and delivery services are available 24 hours
a day, seven days a week. In most locations, delivery drivers are independent contractors who operate their own




vehicles. Our Houston, Texas operations include a number of company-owned or leased trailers, trucks and other
ground equipment primarily to service specific customer accounts.

Local pick up and delivery revenues were $267.4 million during 2003 and $237.1 million during 2002.
Approximately $160.5 million of these revenues during 2003 and $150.3 million of these revenues during 2002
were attributable to our air freight forwarding operations and were eliminated upon consolidation. The remaining
pick up and delivery revenues were attributable to local delivery services for third-party, non-forwarding business.
A substantial majority of the total cost of providing for local pick up and delivery of our freight forwarding
shipments in 2003 and 2002 was attributable to our own local pick up and delivery services. Revenues from
domestic local delivery services, net of intercompany revenues, are included in air freight forwarding revenues.

Domestic truck brokerage services

We have established truck brokerage operations in the United States, Europe and China to provide
logistical support to our forwarding operations and, to a lesser extent, to provide truckload service to selected
customers. Our truck brokerage services locate and secure capacity when overland transportation is the most
efficient means of meeting customer delivery requirements, especially in cases of air freight customers choosing
the economy delivery option. We use internal truck brokerage operations to meet delivery requirements without
having to rely on third-party truck brokerage services. Additionally, by providing for our own truck brokerage,
we have been able to achieve greater efficiencies and utilize purchasing power over transportation providers. We
do not own a significant number of the trucks used in our truck brokerage operations and, instead, primarily use
carriers or independent owner-operators of trucks and trailers on an as-needed basis. We use our relationships
with a number of independent trucking companies to obtain truck and trailer space.

As with local pick up and delivery services, we view our truck brokerage services primarily as a means of
maintaining quality control and enhancing customer service of our core air freight forwarding business, as well as
a means of capturing a portion of profits that would otherwise be earned by third parties. Revenues from domestic
truck brokerage, net of intercompany revenues, are included in air freight forwarding revenues.

International Ocean Freight Forwarding and Consolidation

As a global ocean freight forwarder, we arrange for the shipment of freight by ocean carriers and act as
the agent of the shipper or the importer. Our ocean freight forwarding and related logistics services include inland
transportation from point of origin to distribution facility or port of export, cargo assembly, packing and
consolidation, warehousing, electronic transmittal of documentation and shipment tracking, expedited document
delivery, pre-alert consignee notification and cargo insurance.

A number of our facilities provide protective cargo packing, crating and specialized handling services for
retail goods, government-specification cargo, consumer goods, hazardous cargo, heavy machinery and assemblies
and perishable cargo. Other facilities are equipped to handle equipment and material from multiple origins to
overseas “turn-key” projects, such as manufacturing facilities or government installations. We do not own or
operate ships or assume carrier responsibility, preferring to retain the flexibility to tailor logistics, services and
options to customer requirements.



Our compensation for ocean freight forwarding services is derived principally from commissions paid by
shipping lines and from forwarding and documentation fees paid by customers, who are either shippers or
consignees. In 2003, approximately 3% of our net revenues were attributable to international ocean freight
forwarding, including commissions, forwarding fees and associated ancillary services.

Our global operations as an indirect ocean carrier or NVOCC (non-vesse! operating common carrier) are
similar in some respects to our air freight consolidation operations. We procure customer freight, consolidate
shipments bound for a particular destination, determine the routing, select the ocean carrier or charter a ship, and
tender each consolidated lot as a single shipment to the direct carrier for transportation to a distribution point. As
a NVOCC, we generally derive our revenues from the spread between the rate charged to our customer and the
ocean carrier’s charge to us for carrying the shipment, in addition to charging for other ancillary services related
to the movement of the freight. Because of the volume of freight we control and consolidate, we are generally
able to obtain lower rates from ocean carriers than the rate the shipper would be able to procure. In 2003, ocean
freight consolidation and associated ancillary services contributed approximately 6% of our net revenues.

Customs Brokerage

We function as a customs broker at approximately 60 locations in the United States and in over 300
international locations through our network of offices and agents. In our capacity as a customs broker, we prepare
and file all formal documentation required for clearance through customs agencies, obtain customs bonds, in
many cases facilitate the payment of import duties on behalf of the importer, arrange for payment of collect
freight charges and assist the importer in obtaining the most advantageous commodity classifications and in
qualifying for duty drawback refunds. Our customs brokers and support staff have substantial knowledge of the
complex tariff laws and customs regulations governing the payment of duty, as well as valuation and import
restrictions in their respective countries. Within the United States, we employ a significant number of personnel
holding individual customs broker licenses.

We rely both on company-designed and third-party computer technology for customs brokerage activities
performed on behalf of our clients. We employ the Automated Brokerage Interface information system,
providing an online link with the Bureau of U.S. Customs and Border Protection, or CBP. In several global
trading centers, in addition to the United States, our offices are connected electronically to customs agencies for
expedited pre-clearance of goods and centralized import management. Such online interface with customs
agencies speeds freight release and provides nationwide control of clearances at multiple ports and airports of

entry.

We work with importers to design cost-effective import programs that utilize our distribution and
logistics services and computer technology. Such services include:

* c¢lectronic document preparation,

»  cargo routing from overseas origins to ports and airports of entry,

* foreign trade zone utilization,

» bonded warehousing,

» distribution of the cleared cargo to inland locations, and




»  duty drawback.

In many United States and overseas locations, our bonded warehouses enable importers to defer payment
of customs duties and coordinate release of cargo with their production or distribution schedules. Goods are stored
under customs service supervision until the importer is ready to withdraw or re-export them. We receive storage
charges for these in-transit goods and fees for related ancillary services. We also offer Foreign Trade Zone
management and duty drawback services to provide customers with additional tools to maintain cost-effective
import programs.

As a customs broker operating in the United States, we are licensed by the U.S. Treasury and regulated by
the CBP. Our fees for acting as a customs broker in the United States are not regulated, and we do not have a
fixed fee schedule for customs brokerage services. Instead, fees are generally based on the volume of business
transacted for a particular customer, and the type, number and complexity of services provided. In addition to
fees, we bill the importer for amounts that we have paid on the importer’s behalf, including duties, collect freight
charges and similar payments. In 2003, approximately 16% of our net revenues were attributable to customs
brokerage services.

We are committed to helping our customers secure their global supply chains from the global threat of
terror. As such, we have actively engaged in all U.S. government initiatives in the post September 2001 market.
We are transmitting advanced ocean shipment information to CBP via its Ocean Automated Manifest System
{AMS). We are prepared to meet the requirements of the Trade Act of 2002 and, pursuant to regulations
established by the CBP, transmit advanced shipment information for all import and export shipments regardless of
mode of transport. In December 2003, we began the Prior Notice reporting of human and animal food shipments
as required by the U.S. Food and Drug Administration BioTerrorism Act. Further, all of our facilities have been
registered with the U.S. Food and Drug Administration as required by the BioTerrorism Act to ensure that we can
meet the global transportation needs of our customers. We are also anticipating and preparing for similar security
initiatives in other jurisdictions outside of the U.S. As a result, we believe our customs brokerage strengths
include the following:

» over 100 years of experience in importing goods into the United States;

= ISQ certified desk level processes;

*» infrastructure of licensed professionals;

» Customs-Trade Partners Against Terrorism, or C-TPAT, partner engaged in supply chain security; and

» formal on-going training programs to ensure our expertise in U.S. import laws and regulations.
Logistics and Other Services

Customers increasingly demand more than the movement of freight from their transportation suppliers.
To meet these needs, suppliers seek to customize their services, by, among other things, providing information on
the status of materials, components and finished goods throughout the logistics pipeline and performance reports
on and proof of delivery for each shipment. We provide a range of logistics services, distribution and materials
management services, international insurance services, global project management services and trade facilitation
services. In 2003, approximately 17% of our net revenues were attributable to logistics and other services.



Logistics services

We use our logistics expertise to maximize the efficiency and performance of our customers’ supply
chains by providing solutions tailored to their specific needs. We provide logistics services to our clients that are
transactional or commodity based, have pricing models that are contractual (fixed or variable) where we focus
mainly on reducing our customers’ cost structure and may provide niche services and enhanced capabilities. In
addition, we provide transportation consulting services and make our expertise and resources available to assist
customers in balancing their transportation needs against budgetary constraints by developing logistics plans. We
staff and manage the shipping departments of some of our customers that outsource their transportation
management function. We also provide other ancillary services, including electronic data interchange,
customized shipping reports, computerized tracking of shipments, air charters, cargo assembly and protective
packing and crating.

We have established Eagle Exhibitor Services, an internal group that focuses on the special needs of
exhibitors in the trade show industry. In addition to air freight forwarding and charter services, this group
provides special exhibit handling, by-appointment delivery, caravan services and short-term warehousing.

Distribution and materials management services

We offer a wide range of customized inbound logistics and distribution management of our customers’
inventory. We offer these materials management services primarily in conjunction with the transportation of
cargo. These services are provided in a number of our owned and leased logistics facilities in many locations
throughout the world. During 2003, we continued our program of improving existing facilities to meet customer
needs. Our distribution and materials management services include inventory control, order processing, import
and export freight staging, protective and specialized packing and crating, pick-and-pack operations,
containerization, consolidation and deconsolidation and special handling for perishables, hazardous materials and
heavy-lift equipment. For import shipments, we provide bonded warehouse services and, in certain locations,
Free Trade Zone services. These warechouse and distribution services complement the other transportation
services, including the information systems tools that form part of the integrated logistics solutions we offer to
customers.

Global projects

We have global project divisions in North America, United Kingdom and Asia Pacific to meet the special
requirements of global project management and heavy-lift movements. In addition to logistics advice and
traditional ocean and air transportation services, the project divisions provide on-site assistance, vessel chartering
services and consulting regarding large-scale project movements.

Trade facilitation services

Our EGL Trade Services, Inc. subsidiary specializes in providing procurement, financial and distribution
management services to multinational customers. EGL Trade Services purchases both raw materials for
manufacturing and finished goods for distribution, then coordinates their global deployment, as directed by the
customer. EGL Trade Services delivers its services through custom-designed Vendor and Distribution Hub
programs. Through EGL Trade Services, we are able to coordinate a customer’s procurement, logistics,
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transportation and distribution activities within a single supply chain program. This enables us to optimize
customer supply chains by streamlining the material, information and financial flows through integration of the
specific supply chain processes and elimination of redundant transactions.

Insurance

We arrange international insurance for our customers in connection with our air freight and ocean freight
forwarding operations. Insurance coverage is frequently tailored to a customer’s shipping program and is
procured for the customer as a component of our integrated logistics. We also arrange for surety bonds for
importers as part of our customs brokerage activities. We report insurance revenues in air freight forwarding,
ocean freight forwarding or customs brokerage and other revenues based on the nature of the insured shipment.

Information Systems

A primary component of our business strategy is the continued development of advanced information
systems. We have invested substantial management and financial resources in the development of our
information systems in an effort to provide accurate and timely information to our management and customers.
We believe that our systems have been instrumental in the productivity of our personnel, tracking of revenues and
costs and the quality of our operations and service, and have resulted in substantial reductions in paperwork, and
expedited the entry, processing, retrieval and internal dissemination of critical information. These systems also
enable us to provide customers with accurate and up-to-date information on the status of their shipments, through
a wide range of media, which has become increasingly important.

We continue to expand our product offering to provide air, ocean and ground transportation services,
warehousing and inventory management, customs and purchase order processing. Each of the services is
supported by specific computer applications that facilitate the operational processes. In addition, we image many
of the documents to support proof of delivery, compliance and retention.

We have organized our computer applications to support the supply chain process. These applications are
grouped into four broad categories as follows:

» Transportation Management Systems, which include our traditional freight forwarding and
consolidation systems, our pick up and delivery systems for dispatching our owner operated vehicles
and route optimization systems for our dedicated fleet of vehicles.

» Regulatory Management Systems, which support our export and import processing. These are country
specific to comply with local regulatory and reporting requirements.

* Material Management Systems, for our logistics, warehouse management and distribution program.
» Financial Management Systems, for our global accounting, intercompany settlement, receivables and

payable management, consolidation, and internal and external financial reporting.

Some of these applications are linked together through our data repositories or data warehouse to enable
us to deliver information and provide visibility both internally and externally.
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Currently our Information Technology strategic initiatives include:

» continuing to integrate our service applications to further expand and enhance the value of our supply
chain management programs;

= developing customer oriented information delivery tools using extranets and data marts, which provide
our customers direct access to information associated with their transportation, inventory and logistics
activity;

» leveraging the power of the Internet to provide easy access to this information using web-based tools;

» upgrading our financial management, human resources and international operational systems on a
global basis; and

= continuing to expand our activities in business to business connectivity with our customers’ systems.
This includes, but is not limited to, receiving shipment requests, advance shipment notices,
commercial invoices, etc. and providing status information electronically back to our customers.

Sales and Marketing

We market services and supply chain solutions through a global organization of nearly 770 full-time sales
people. Our sales organization continues to be one of our differentiating factors in the marketplace. All of our
leaders, from Senior Management down to the station managers, support our sales people with an active and
targeted selling approach. QOur managers at each station are responsible for customer service and the daily
execution of customer requirements focusing on a level of service that we believe will exceed customer
expectations. This includes proactively managing existing customer requirements for accounts with national and
global scope as well as coordinating and communicating requirements for local customers or national/global
account affiliates. QOur station managers are responsible for the overall results of their facility and are empowered
to make decisions to support our customers and return a fair profit. In addition, our divisional and regional
managers are responsible for the financial performance of the assigned stations within their division or region.
Our employees are available 24 hours a day, seven days a week to respond to our customers.

Customer retention and mining deeper into current relationships to participate in new business
opportunities is important to us, and we emphasize this throughout our organization. Our logistics or “non-
transportation” revenues have grown at a greater rate than our transportation revenue, and we will continue to
market, design and execute supply chain solutions aimed at reducing our customer’s delivered costs and
strengthening our customer alliances. We continue to emphasize the development of high-revenue potential
national and global accounts with our corporate and global selling while aggressively targeting local accounts
where we can leverage our array of services and North America network. The larger, more complex accounts
typically have many requirements ranging from very detailed standard operating procedures on international
opportunities to customized information technology requirements. Our global network and operating continuity
allows us to provide one-stop shopping solutions for these multi-national organizations. We believe our recent
growth and cost optimization has enabled us to more effectively compete for and obtain many new accounts.
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Customers

Our customers are manufacturers and distributors of a vast array of goods including, but not limited to,
electronic and high-technology, automotive, oil and gas, energy, retail, pharmaceutical and health care,
machinery, printed matter, trade show materials and aerospace. We also continue to expand our business with
government agencies and defense entities globally. In 2003, no customer accounted for more than 10% of our
revenues. Despite this healthy diversification of customers, adverse conditions in some of our larger business
sectors could have an impact on our business should there be a significant decrease in our customers’ volumes.
We expect that demand for our services, and consequently results of operations will continue to be sensitive to
domestic and global economic conditions and other factors we cannot directly control. As such, our focus will
remain on expanding lines of business with current customers and adding new accounts through our superior field
and global sales teams.

In 2003, our principal customers included shippers of:

« computers and other electronic and high-technology equipment,
= automotive and aerospace components,

» governmental and military equipment,

» trade show exhibit materials,

= telecommunications equipment,

» pharmaceuticals,

= printed and publishing materials,

» oil and gas equipment,

= construction and heavy equipment, and

» apparel and entertainment equipment.
Regulation

Failure to comply with the applicable regulations or to maintain required permits or licenses could result
in substantial fines or revocation of our permits or authorities. We cannot give assurance as to the degree or cost
of future regulations on our business. Some of the regulations affecting our operations are described below.

Air freight forwarding

Our air freight forwarding business is subject to regulation, as an indirect air cargo carrier, under the
Federal Aviation Act by the U.S. Department of Transportation, although air freight forwarders are exempted
from most of the Federal Aviation Act’s requirements by the Economic Aviation Regulations. Our foreign air
freight forwarding operations are subject to similar regulation by the regulatory authorities of the respective
foreign jurisdictions. The air freight forwarding industry is subject to regulatory and legislative changes that can
affect the economics of the industry by requiring changes in operating practices or influencing the demand for,
and the costs of providing, services to customers.
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Domestic local delivery services and domestic truck brokerage services

Our delivery operations are subject to various state and local regulations and, in many instances, require
permits and licenses from state authorities. In addition, some of our delivery operations are regulated by the
Surface Transportation Board. These federal, state and local authorities have broad powers, including the power
to approve specified mergers, consolidations and acquisitions, and to regulate the delivery of some types of
shipments and operations within particular geographic areas. The Surface Transportation Board has the power to
regulate motor carrier operations, to approve some rates, charges and accounting systems and to require periodic
financial reporting. Interstate motor carrier operations are also subject to safety requirements prescribed by the
U.S. Department of Transportation. In some potential locations for our delivery operations, state and local
permits and licenses may be difficult to obtain. Our truck brokerage operations subject us to regulation as a
property broker by the Surface Transportation Board, and we have obtained a property broker license and surety
bond.

Ocean freight forwarding

The Federal Maritime Commission, or FMC, regulates our ocean forwarding operations. The FMC
licenses ocean freight forwarders. Indirect ocean carriers (non-vessel operating common carriers) are subject to
FMC regulation, under the FMC tariff filing and surety bond requirements, and under the Shipping Act of 1984,
particularly those terms proscribing rebating practices.

Customs brokerage

Our United States customs brokerage operations are subject to the licensing requirements of the U.S.
Department of Homeland Security and are regulated by the U.S. Customs Service. We have received our customs
brokerage license from the CBP and additional related approvals. Our foreign customs brokerage operations are
licensed in and subject to the regulations of their respective countries.

As security measures have increased around the globe and the United States focuses more heavily on
import security, we have adopted certain measures to be well-positioned for the new U.S. government focus on
security. The U.S. Department of Homeland Security and the CBP have certified us as a member of the C-TPAT.
Further we were one of the first 100 members of C-TPAT to have our security procedures, standards and
technology completely validated by CBP in 2003. As part of our layered approach to supply chain security, we
have also been certified as a member of the Business Anti Smuggling Coalition (BASC). In December 2003, we
began the Prior Notice reporting of human and animal food shipments as required by the U.S. Food and Drug
Administration BioTerrorism Act. Further all of our facilities have been registered with the U.S. Food and Drug
Administration as required by the BioTerrorism Act to ensure that we can meet the global transportation needs of
our customers. We are also anticipating and preparing for similar security initiatives outside the U.S.

Logistics and other services
Some portions of our warehouse operations require:

* registration under the Gambling Act of 1962 and a license or registration by the U.S. Department of
Justice,
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» authorizations and bonds by the U.S. Treasury,
* alicense by the Bureau of Alcohol, Tobacco & Firearms of the U.S. Treasury, and

* approvals by the U.S. Customs Service.
Environmental

In the United States, we are subject to federal, state and local provisions relating to the discharge of
materials into the environment or otherwise for the protection of the environment. Similar laws apply in many
foreign jurisdictions where we operate or may operate in the future. Although current operations have not been
significantly affected by compliance with these environmental laws, governments are becoming increasingly
sensitive to environmental issues, and we cannot predict what impact future environmental regulations may have
on our business. We do not anticipate making any material capital expenditures for environmental control
purposes.

Employees

We had over 9,000 employees at December 31, 2003, including approximately 770 sales personnel. None
of our employees are currently covered by a collective bargaining agreement. We have experienced no work
stoppages and consider our relations with employees to be good. We also had contracts with approximately 1,700
independent owner/operators of local delivery services as of December 31, 2003. The independent
owner/operators own, operate and maintain the vehicles they use in their work for us and may employ qualified
drivers of their choice. Our owned or leased vehicles were driven by approximately 135 of our employees as of
December 31, 2003.

We pay our entire sales force and most of our operations personnel what we believe is significantly more
than the industry average through the use of incentive and commission programs. We offer a broad-based
compensation plan to these employees. Sales personnel are paid a gross commission based on the net revenues of
shipments sold. Operations personnel and management are paid bonuses based on the profitability of their
locations as well as on our overall profitability.

Executive Officers of the Registrant

The following table sets forth certain information concerning our executive officers as of January 31,

2004:
Name Age Position
James R. Crane.......ccoovvcvniicriinnnn, 50 Chairman of the Board of Directors and Chief
Executive Officer
Elijio V. Serrano .......cccooveeevrvvnicann, 46 Chief Financial Officer
E. Joseph Bento.......ccccccvnecioreinnncnns 41 Chief Marketing Officer and President of

North America

Ronald E. Talley ..o, 52 President of Select Carrier Group, a wholly owned
subsidiary of EGL, Inc.
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James R. Crane. Mr. Crane has served as our Chief Executive Officer and Chairman of the Board of
Directors since he founded EGL in March 1984.

Elijio V. Serrano. Mr. Serrano joined us as Chief Financial Officer in October 1999 and has served as a
director since 2000. From 1998 to 1999, he served as Vice President and General Manager for a Geco-Prakla
business unit at Schlumberger Limited, an international oilfield services company. From 1992 to 1998, Mr.
Serrano served as controller for various Schlumberger business units. From 1982 to 1992, he served in various
financial management positions within the Schlumberger organization.

E. Joseph Bento. Mr. Bento was appointed President of North America in July 2002 and Chief Marketing
Officer in September 2000. He joined us in February 1992 as an account executive. From March 1994 to
December 1994, he served as a sales manager in Los Angeles, and from January 1995 to September 1997, he
served as Regional Sales Manager (West Coast). From June 1994 to May 1995, he also served as station manager
in Los Angeles. Prior to assuming his current position, Mr. Bento held the position of Executive Vice President
of Sales and Marketing from March 1999 to August 2000 and Vice President of Sales and Marketing from
October 1997 to February 1999,

Ronald E. Talley. Mr. Talley was appointed President of Select Carrier Group, a wholly owned
subsidiary of EGL in July 2002. He served as Chief Operating Officer, Domestic from December 1997 to June
2002. He joined us in 1990 as a station manager and later served as a regional manager. In 1996, he served as a
Senior Vice President of Eagle Freight Services, and our truck brokerage and charter operations, and most
recently, he has served as Senior Vice President of our air and truck operations. Prior to joining us, Mr. Talley
served as a station manager at Holmes Freight Lines from 1982 to 1990. From 1979 to 1982, Mr. Talley held a
variety of management positions with Trans Con Freight Lines. From 1969 to 1979, Mr. Talley served in several
management positions at Roadway Express.

Forward-Looking Statements

The statements contained in all parts of this document (including the portion, if any, appended to this
Form 10-K) that are not historical facts are, or may be deemed to be, forward-looking statements within the
meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934,
Such forward-looking statements inctude, but are not limited to, those relating to the following:

® the realignment of our sales organization including its effects = our ability to meet the requirements of the Trade
and cost synergies, Act of 2002,

= the DHL arrangement (including its effect, timing and = the timing and amount of repurchases of our
DHL’s use of our ground network}, outstanding common stock,

® our plan to deploy global financial and operational ® the effect of matters relating to the
information technology systems, Commissioner’s Charge (including the settlement

thereof) and our intentions or expectations of

= the effect and benefits of the MIF acquisition, prevailing with respect thereto

® ourasset based credit facility, » the results, timing, outcome or effect of pending or

potential litigation and our intentions or

expectations of prevailing with respect thereto and

® the termination of joint venture/agency agreements and our the availability of insurance coverage in
ability to recover assets in connection therewith, connection therewith,

= the effects of the Circle integration plan,
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our plan to reduce costs (including the scope, timing, impact
and effects thereof), cost management efforts and potential
annualized costs savings,

our ability to improve our cost structure,

consolidation of field offices (including the scope, timing
and effects thereof),

anticipated future recoveries from actual or expected
sublease agreements,

the sensitivity of demand for our services to domestic and
global economic conditions,

ability to fund operations,

expectations regarding the economy in the U.S. and general
global economic conditions,

expected growth,
construction of new facilities,

the development, implementation, upgrade and integration of
any of our information systems solutions,

the impact of taxes on our cash flow and profitability
(including the outcome of current tax audits),

our preparedness for security initiatives,

our ability to help our customers secure their global supply
chains,

the impact of heightened security measures on our ability to
do business,

Forward-looking statements in this Form 10-K (including the portion, if any, appended to the Form 10-K)
are also identifiable by use of the following words and other similar expressions, among others:

= “anticipate,”
= “believe,”

= “budget,”

& “could,”

& “estimate,”
= “expect,”

= “forecast,”
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future operating expenses,
anticipated capital expenditures,
future margins,

use of credit facility proceeds,
fluctuations in currency valuations,
fluctuations in interest rates,

our Miami Air investment and credit support, and
our other unconsolidated affiliates,

future acquisitions and any effects, benefits,
results, terms or other aspects of such acquisitions,

the effectiveness of our disclosure controls and
procedures,

and business strategy profitably,

the expected impact of changes in accounting
policies on our results of operations, financial
condition or cash flows,

our ability to continue to grow and implement
growth

the ability of expected sources of liquidity to
support working capital and capital expenditure
requirements,

the tax benefit of any stock option exercises, and

future expectations and outlook and any other
statements regarding future growth, cash needs,
terminals, operations, business plans and financial
results and any other statements which are not
historical facts.

“intend,”
“may,”
“might,”
“plan,”
“predict,”
“project,” and

“should.”



Our actual results may differ significantly from the results discussed in the forward-looking statements.
Such statements involve risks and uncertainties, including, but not limited to, the matters discussed in the
subsection entitled “Factors That May Affect Future Results and Financial Condition” below, our accounting
policies, our future financial and operating results, financial condition, cash needs and demand for our services,
actions by customers, suppliers and other third parties, success in plans with respect to information systems,
success of cost reduction efforts, as well as other factors detailed in this document and our other filings with the
Securities and Exchange Commission. If one or more of these risks or uncertainties materialize, or should
underlying assumptions prove incorrect, actual outcomes may vary materially from those indicated. We
undertake no responsibility to update for changes related to these or any other factors that may occur subsequent
to this filing for any reason.

Factors That May Affect Future Results and Financial Condition

You should read carefully the following factors and all other information contained in this report. If any
of the risks and uncertainties described below or elsewhere in this report actually occur, our business, financial
condition or results of operations could be materially adversely affected. In that case, the trading price of our
common stock could decline, and an investor may lose all or part of his investment.

We may not be successful in growing either internally or through acquisitions.

Our growth strategy primarily focuses on internal growth in domestic and international freight
forwarding, local pick up and delivery, customs brokerage and truck brokerage business and, to a lesser extent, on
acquisitions. Our ability to grow will depend on a number of factors, including:

*  existing and emerging competition,

= ability to open new terminals,

» ability to operate profitably in the face of competitive pressures,

» the recruitment, training and retention of operating and management employees,

» the strength of demand for our services,

» the availability of capital to support our growth, and

= the ability to identify, negotiate and fund acquisitions when appropriate.
Acquisitions involve risks, including those relating to:

» the integration of acquired businesses, including different information systems,
» the retention of prior levels of business,

» the retention of employees,

» the diversion of management attention,

= the amortization of acquired intangible assets, and

» unexpected liabilities.
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We cannot assure you that we will be successful in implementing any of our business strategies or plans
for future growth.

Risks associated with operating in international markets could restrict our ability to expand globally and
harm our business and prospects.

We market and sell our services in the United States and internationally. We anticipate that international
sales will continue to account for a significant portion of our total revenues for the foreseeable future. We
presently conduct our international sales in the following geographic areas: North America, Europe, Asia, Middle
East, India, Africa, South America and South Pacific. Economic conditions, including those resulting from wars,
civil unrest, acts of terrorism and other conflicts may adversely affect the global economy, our customers and
their ability to pay for our services. There are risks inherent in conducting our business internationally, including:

» general political and economic instability in international markets, including heightened security
measures as a result of terror alerts, could impede our ability to deliver our services to customers and
adversely affect our results of operations,

= changes in regulatory requirements could restrict our ability to deliver services to our international
customers,

* export restrictions, tariffs, licenses and other trade barriers could prevent us from adequately
equipping our facilities worldwide,

= differing technology standards across countries may impede our ability to integrate our services
across international borders,

= increased expenses associated with marketing services in foreign countries could affect our ability to
compete,

= difficuities in staffing and managing foreign operations could affect our ability to compete,
» adverse taxes could potentially affect our results of operations,

* complex foreign laws and treaties could adversely affect our ability to compete, and

» difficulties in collecting accounts receivable could adversely affect our results of operations.

These and other risks could impede our ability to manage our international operations effectively, limit
the future growth of our business, increase our costs and require significant management attention.

Events impacting the volume of international trade and international operations could adversely affect
our international operations.

Our international operations are directly related to and dependent on the volume of international trade,
particularly trade between the United States and foreign nations. This trade, as well as our international
operations, are influenced by many factors, including:

* cconomic and political conditions in the United States and abroad,

e major work stoppages,
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o difficulties in managing overseeing foreign operations,
¢ exchange controls and currency fluctuations,
e wars, other armed conflicts and terrorism, and

s United States and foreign laws relating to tariffs, trade restrictions, foreign investment and taxation.

Trade-related events beyond our control, such as a failure of various nations to reach or adopt
international trade agreements or an increase in bilateral or multilateral trade restrictions, could have a material
adverse effect on our international operations.

Our business has been and could continue to be adversely impacted by negative conditions in the United
States economy or the industries of our principal customers.

Demand for our services has been adversely impacted by negative conditions in the United States
economy or the industries of our customers. A substantial number of our principal customers are in the
automotive, personal computer, electronics, telecommunications and related industries and their business has been
adversely affected, particularly during the past two years. These customers collectively account for a substantial
percentage of our revenues. Despite indications of an economic recovery in the United States, adverse conditions
or worsening conditions in the industries of our customers could cause us to lose a significant customer or
experience a decrease in the shipment volume and business levels of our customers. Either of these events could
negatively impact our financial results. Adverse economic conditions outside the United States can also have an
adverse effect on our customers and our business. We expect that demand for our services, and consequently our
results of operations, will be sensitive to domestic and global economic conditions and other factors beyond our
control.

Our business is subject to seasonal trends.

Historically, our operating results have been subject to seasonal trends, when measured on a quarterly
basis. Typically, our first fiscal quarter is weaker when compared to our other fiscal quarters of the corresponding
year. The seasonality of our business is a result of a variety of factors, including holiday seasons, consumer
demand, economic conditions and other factors beyond our control. As we cannot predict or influence these
factors, we cannot be certain that the seasonal trends will continue in future periods as they have in our historical
operating patterns.

Currency devaluations in the foreign markets in which we operate could decrease demand for our
services.

We denominate some of our foreign sales in U.S. dollars. Consequently, decreases in the value of local
currencies relative to the U.S. dollar in the markets in which we operate could adversely affect the demand for our
services by increasing the price of our services in the currencies of the countries in which they are sold.

Currency fluctuations in the foreign markets in which we operate could result in currency translation
exchange gains or losses or could increase or decrease the book value of our net assets.
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Appreciation or depreciation in the value of local currencies relative to the U.S. dollar in the markets in
which we operate will result in currency translation exchange gains or losses, which, if the appreciation or
depreciation is significant, could be material. Additionally, the revenues, expenses, assets and liabilities of our
international operations are denominated in each country’s local currency. As such, when the value of those
revenues, expenses, assets and liabilities are translated into U.S. dollars, foreign currency exchange rates may
adversely affect the results of operations and the book value of our net assets.

Qur effective income tax rate will impact our results of operations, our cash flows and our profitability.

As a global company, we generate taxable income in different countries throughout the world, with
different effective income tax rates. Our future income tax rate will be impacted by a number of factors,
including the geographical composition of our worldwide taxable income. If the United States or foreign tax
authorities were to change applicable tax laws or successfully challenge the manner in which our income taxes are
currently recognized, our effective income tax rate could increase, which would adversely impact our cash flow
and profitability.

If we fail to develop, deploy and integrate financial and operational information technology systems or if
we fail to upgrade or veplace our information technology systems to handle increased volumes and levels
of complexity, meet the demands of our customers and protect against disruptions of our operations, our
business may be seriously harmed.

We are undertaking various initiatives to upgrade the information technology systems supporting our
services in order to improve operational efficiencies and increase connectivity with our customers’ and trading
partners’ systems in a timely and cost-effective manner. The failure of the hardware or software that supports our
information technology systems, the loss of data contained in the systems, or the inability to access or interact
with our customers electronically through our web site could significantly disrupt our operations, prevent
customers from placing orders or cause us to lose customers. If our information technology systems are unable to
manage additional volume for our operations as our business grows, our service levels and operating efficiency
could decline. If we fail to hire and retain qualified personnel to implement, maintain and protect our information
technology systems, or if we fail to upgrade our systems to meet demands of our customers, our business could be
seriously harmed.

If we fail to protect our confidential information, including our intellectual property rights, we may lose
market share and our financial condition may be materially adversely affected.

We rely on a combination of copyright, trademark and trade secret laws and confidentiality procedures to
protect our intellectual property rights and other confidential information. These protections may not be
sufficient, and they do not prevent independent third parties from developing competitive products and services.
A failure to protect our confidential information from unauthorized use or disclosure could diminish the value of
our confidential information and our financial condition may be materially adversely affected.

Heightened security measures as a result of terrorist threats have created economic, political and

regulatory uncertainties, some of which may materially harm our business and prospects and our ability
to conduct business in the ordinary course.
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The terrorist attacks that took place in the United States on September 11, 2001, and subsequent terrorist
threats have adversely affected many businesses, including our business. The national and global responses to
terrorist threats, including heightened security measures, may materially affect us adversely in ways we cannot
currently predict. Some of the possible future effects include reduced business activity by our customers, changes
in security measures or regulatory requirements for air travel and reductions in available commercial flights that
may make it more difficult for us to arrange for the transport of our customers’ freight and increased credit and
business risk for customers in industries that were severely impacted by the attacks.

Qur ability to serve our customers depends on the availability of cargo space from other parties.

Our ability to serve our customers depends on the availability of air and sea cargo space, including space
on passenger and cargo airlines and ocean carriers that service the transportation lanes that we use. Shortages of
cargo space are most likely to develop around holidays and in especially heavy transportation lanes. In addition,
available cargo space could be reduced as a result of decreases in the number of passenger airlines or ocean
carriers serving particular transportation lanes at particular times. This could occur as a result of economic
conditions, transportation strikes, regulatory changes and other factors beyond our control. Our future operating
results could be adversely affected by significant shortages of suitable cargo space and associated changes in
policies such as increases in rates and the cost of fuel, taxes and labor charged by passenger airlines or ocean
carriers for cargo space.

We may lose business to competitors.

Competition within the freight industry is intense. We compete in North America primarily with fully
integrated carriers, including BAX, Menlo and smaller freight-forwarders. Internationally, we compete primarily
with the major European based freight forwarders, Expeditors International, BAX, Menlo and other freight
forwarders. We expect to encounter continued competition from those forwarders that have a predominantly
international focus and have established international networks, including those based in the United States and
Europe. We also expect to continue to encounter competition from other forwarders with nationwide networks,
regional and local forwarders, passenger and cargo air carriers, trucking companies, cargo sales agents and
brokers, and carriers and associations of shippers organized for the purpose of consolidating their members’
shipments to obtain lower freight rates from carriers. As a customs broker and ocean freight forwarder, we
encounter strong competition in every port in which we do business, often competing with large domestic and
foreign firms as well as local and regional firms. Our inability to compete successfully in our industry could
cause us to lose customers or lower the volume of our shipments.

Our industry is consolidating and if we are unable to gain sufficient market presence in our industry, we
may not be able to compete successfully against larger, global companies in our industry.

There has been an increasing trend in our industry toward consolidation of the niche players and larger
companies, which are attempting to increase their global operations through the acquisition of freight forwarders
and contract logistics providers. If we are unable to gain sufficient market share in our industry through internal
growth, we may not be able to compete successfully against larger, global companies in our industry.
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Our success depends on the efforts of our founder and other key managers and personnel.

Our founder, James R. Crane, continues to serve as Chief Executive Officer and Chairman of the Board of
Directors. We believe that our success is highly dependent on the continuing efforts of Mr. Crane and other
executive officers and key employees, as well as our ability to attract and retain other skilled managers and
personnel. The loss of the services of any of our key personnel could have a material adverse effect on us.

If we are unable to limit our exposure for customers’ claims through contract terms and insurance
coverage, we could be required to pay large amounts as compensation for their claims and our vesults of
operations could be materially adversely affected.

Typically, we limit our liability in contracts with our customers for loss or damage to their goods.
However, as a freight forwarder, the airline or ocean carriers that we use generally assume the same responsibility
to us as we assume to our customers. When we act in the capacity of an authorized agent for an air or ocean
carrier, the carrier, rather than us, assumes liability for the safe delivery of the customer’s cargo to its ultimate
destination. We have, from time to time, made payments to customers for claims related to our services. Should
we experience an increase in the number of such claims or an increase in liability pursuant to claims or
unfavorable resolution of claims, our results could be adversely affected. There can be no assurance that our
msurance coverage will provide us with adequate coverage for such claims or that the maximum amount for
which we are liable in connection with our services will not change in the future. In addition, significant
increases in insurance costs as a result of claims arising from our services could reduce our profitability.

We are subject to claims arising from our pick up and delivery operations.

We use the services of thousands of drivers in connection with our local pick up and delivery operations.
From time to time, these drivers are involved in accidents. Although most of these drivers are independent
contractors, we could be held liable for their actions. Claims against us may exceed the amount of insurance
coverage. A material increase in the frequency or severity of accidents, liability claims or workers’ compensation
claims, or unfavorable resolutions of claims, could materially adversely affect us. In addition, significant
increases in insurance costs as a result of these claims could reduce our profitability.

We could incur additional expenses or taxes if the independent owner/operators we use in connection
with our local pick up and delivery operations are found to be “employees” rather than “independent
contractors.”

The Internal Revenue Service, state authorities and other third parties have at times successfully asserted
that independent owner/operators in the transportation industry, including those of the type we use in connection
with our local pick up and delivery operations, are “employees” rather than “independent contractors.” Although
we believe that the independent owner/operators we use are not employees, and have tailored our program
specifically to avoid this categorization, the IRS, state authorities or others could challenge this position, and
federal and state tax or other applicable laws, or interpretations of applicable laws, could change. If they do, we
could incur additional employee benefit-related expenses and could be liable for additional taxes, penalties and
interest for prior periods and additional taxes for future periods.
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Our failure to comply with governmental permit and licensing requirements could results in substantial
fines or revocation of our operating authorities, and changes in these requirements could adversely affect
us.

QOur operations are subject to various state, local, federal and foreign regulations that in many instances
require permits and licenses. Moreover, costs for security as a result of governmental regulations that have been
and will be adopted in response to terrorist activities and potential terrorist activities, government deregulation
efforts, “modernization” of the regulations governing customs clearance and changes in the international trade and
tariff environment could require material expenditures or otherwise adversely affect us. We may not be able to
pass these increased costs on to our customers in the form of rate increases or surcharges. We cannot predict what
impact future regulations may have on our business. Our failure to maintain required permits or licenses, or to
comply with applicable regulations, could result in substantial fines or revocation of our operating authorities.

Our settlement with the U.S. Equal Employment Opportunity Commission relating to discrimination
allegations is subject to challenge and does not affect the claims asserted in the purported class action
lawsuit.

Our settlement with the U.S. Equal Employment Opportunity Commission relating to discrimination
allegations is subject to challenge and appeal. If a challenge or appeal is successful, any modifications to the
settlement or the reassertion of the original charges could have a material adverse effect on us. In addition, the
purported class action lawsuit relating to discrimination allegations could result in the payment of substantial
amounts and subject us to significant non-monetary requirements that could have a material adverse effect on us.

Our chairman beneficially owns approximately 21.2% of our outstanding common stock and has the
greatest influence of any of our stockholders.

James R. Crane beneficially owns approximately 21.2% of our outstanding common stock. Based on the
ownership positions of our current stockholders, his ability to influence matters submitted to a vote of
stockholders is greater than any other stockholder.

Provisions of our charter, bylaws and shareholder rights plan and of Texas law may delay or prevent
transactions that would benefit stockholders.

QOur articles of incorporation and bylaws and Texas law contain provisions that may have the effect of
delaying, deferring or preventing a change of control. These provisions, among other things:

» authorize our Board of Directors to set the terms of preferred stock,

» provide that any stockholder who wishes to propose any business or to nominate a person or persons
for the election as director at any meeting of stockholders may do so only if advance notice is given to
' our corporate secretary,

» restrict the ability of stockholders to take action by written consent, and

*  restrict our ability to engage in transactions with some 20% stockholders.

Because of these provisions, persons considering unsolicited tender offers or other unilateral takeover
proposals may be more likely to negotiate with our board of directors rather than pursue non-negotiated takeover

23

BEE— |



———— s

attempts. In addition, we have adopted a shareholder rights plan that will cause substantial dilution to any person
or group that attempts to acquire us without the approval of our board of directors. The provisions of our charter,
bylaws and shareholder rights plan may make it more difficult for our stockholders to beneﬁt from transactions
that are opposed by an incumbent board of directors.

ITEM 2. Properties

The properties used in our domestic and foreign operations consist principally of air and ocean freight
forwarding offices, customs brokerage offices and warehouse and distribution facilities. QOur freight forwarding
terminal locations are typically located at or near major metropolitan airports and occupy between 1,000 and
160,000 square feet of leased or owned space and typically consist of offices, warehouse space, bays for loading
and unloading and facilities for packing. Terminals are managed by a station manager who is assisted by
operation managers. We also have locations that are limited to sales and administrative activities. The leased
terminals are under noncancelable leases that expire on various dates through 2025. From time to time, we may
expand or relocate terminals to accommodate growth.

The following table sets forth certain information as of December 31, 2003 concerning the number of our
domestic and foreign facilities and freight handling terminals:

Owned Leased Total
North America......c.ooevvvevieviennnnn. 3 151 154
South America.......c..ccocevvvverrenn, 4 19 23
Europe and Middle East 13 112 125
Asia and South Pacific................... 16 76 92
Total oo, 36 358 394

~

As of December 31, 2003, we leased our corporate office which occupied approximately 166,000 square
feet of space in a facility located in Houston, Texas.

For information regarding the consolidation of facilities at our operating locations, see note 4 of the notes
to our consolidated financial statements. For further information regarding our lease commitments, see note 18 of
the notes to our consolidated financial statements.

ITEM 3. Legal Proceedings

In December 1997, the U.S. Equal Employment Opportunity Commission (“EEOC™) issued a
Commissioner’s Charge pursuant to Sections 706 and 707 of Title VII of the Civil Rights Act of 1964, as
amended (“Title VII”). In the Commissioner’s Charge, the EEOC charged us and certain of our subsidiaries with
violations of Section 703 of Title VII, as amended, the Age Discrimination in Employment Act of 1967, and the
Equal Pay Act of 1963, resulting from (1) engaging in unlawful discriminatory hiring, recruiting and promotion
practices and maintaining a hostile work environment, based on one or more of race, national origin, age and
gender, (2) failures to investigate, (3) failures to maintain proper records and (4) failures to file accurate reports.
The Commissioner’s Charge states that the persons aggrieved include all Blacks, Hispanics, Asians and females
who are, have been or might be affected by the alleged unlawful practices.
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On May 12, 2000, four individuals filed suit against us alleging gender, race and national origin
discrimination, as well as sexual harassment. This lawsuit was filed in the United States District Court for the
Eastern District of Pennsylvania in Philadelphia, Pennsylvania. The EEOC was not initially a party to the
Philadelphia litigation. In July 2000, four additional individual plaintiffs were allowed to join the Philadelphia
litigation. We filed an Answer in the Philadelphia case and extensive discovery was conducted. The individual
plaintiffs sought to certify a class of approximately 1,000 of our current and former employees and applicants.
The plaintiff’s initial motion for class certification was denied in November 2000. '

On December 29, 2000, the EEOC filed a Motion to Intervene in the Philadeiphia litigation, which was
granted by the Court in Philadelphia on January 31, 2001. In addition, the Philadelphia Court also granted our
motion that the case be transferred to the United States District Court for the Southern District of Texas --
Houston Division where we had previously initiated litigation against the EEOC due to what we believed to have
been inappropriate practices by the EEOC in the issuance of the Commissioner’s Charge and in the subsequent
mvestigation. Subsequent to the settlement of the EEOC action described below, the claims of one of the eight
named plaintiffs were ordered to binding arbitration at our request. We recognized a charge of $7.5 million in the
fourth quarter of 2000 as an estimated cost of defending and settling the asserted claims.

On October 2, 2001, we and the EEOC announced the filing of a Consent Decree settlement. This
settlement resolves all claims of discrimination and/or harassment raised by the EEOC’s Commissioner’s Charge
mentioned above. Under the Consent Decree, we agreed to pay $8.5 million into a fund that will compensate
individuals who claim to have experienced discrimination. The settlement covers (1) claims by applicants arising
between December 1, 1995 and December 31, 2000; (2) disparate pay claims arising between January 1, 1995 and
April 30, 2000; (3) promotion claims arising between December 1, 1995 and December 31, 1998; and (4) all other
adverse treatment claims arising between December 31, 1995 and December 31, 2000. In addition, we agreed to
contribute $500,000 to establish a Leadership Development Program. The Program will provide training and
educational opportunities for women and minorities already employed by us and will also establish scholarships
and work study opportunities at educational institutions. In entering the Consent Decree, we have not made any
admission of liability or wrongdoing. The Consent Decree was approved by the District Court in Houston on
October 1, 2001. The Consent Decree became effective on October 3, 2002 following the dismissal of all appeals
related to the Decree. During the quarter ended September 30, 2001, we accrued $10.1 million related to the
settlement, which includes the $8.5 million payment into the fund and $500,000 to the Leadership Development
Program described above, administrative costs, legal fees and other costs associated with the EEOC litigation and
settlement. In 2003, we reversed $1.4 million of the accrual for certain administrative functions completed in
2003 in which actual costs were less than amounts accrued and payroll taxes we will not be required to pay.

The Consent Decree settlement provides that we establish and maintain segregated accounts for the Class
Fund and Leadership Development Fund. As of December 31, 2003, we have deposited the required $8.5 million
into the Class Fund and $500,000 into the Leadership Development Fund. In the event that any portion of the
Class Fund, including accrued interest, has not been distributed as required by the Consent Decree after a period
of three hundred (300) days has elapsed from the date on which the settlement checks were mailed, then such
remaining amounts from the Class Fund shall be paid, subject to such further orders as the court may deem
appropriate, to the Leadership Development Fund. See note 17 of the notes to our consolidated financial
statements.
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Of the eight named plaintiffs who filed suit against us in 2000 alleging gender, race and national origin
discrimination, as well as sexual harassment, one has accepted a settlement of her claims against us. The claims
of one of the named plaintiffs have been dismissed by the court. The remaining six individuals who were named
Plaintiffs in the underlying action have submitted claims to be considered for settlement compensation under the
Consent Decree. The claims administration process is currently underway; however, it could be several months
before it is completed and Claimants are notified of whether they qualify for settlement compensation and, if so,
the amount for which they qualify. Once Claimants are notified of their eligibility status by the Claims
Administrator, they have an option to reject the settlement compensation and pursue litigation on their own behalf
and without the aid of the EEOC. To the extent any of the individual plaintiffs or any other persons who might
otherwise be covered by the settlement opt out of the settlement, we intend to continue to vigorously defend
against their allegations. We currently expect to prevail in our defense of any remaining individual claims. There
can be no assurance as to what amount of time it will take to resolve the other lawsuits and related issues or the
degree of any adverse effect these matters may have on our financial condition and results of operations. A
substantial settlement payment or judgment could result in a significant decrease in our working capital and
liquidity and recognition of a loss in our consolidated statement of operations.

In July 2002, Kitty Hawk, Inc., a provider of air transportation services, filed a demand for binding
arbitration against us with the American Arbitration Association to resolve its claim for freight transportation
services rendered to us. In response, we asserted certain counterclaims. In July 2002, we recorded a liability of
$1.5 million for our estimated exposure for Kitty Hawk’s claim. Arbitration hearings were held during June 2003
and the parties submitted their final post-hearing briefs. In August 2003, the arbitrators ruled in favor of Kitty
Hawk, awarding Kitty Hawk $3.8 million. We filed a motion to modify and correct the award, which was denied
by the arbitrators in September 2003. We paid Kitty Hawk $2.0 million through December 31, 2003. The
remaining balance of $1.8 million will be paid during 2004. In September 2003, we increased our liability by
$2.3 million to the amount awarded to Kitty Hawk in arbitration. This charge is included in cost of transportation
in the consolidated financial statements.

In addition, we are party to routine litigation incidental to our business, which primarily involves other
employment matters or claims for goods lost or damaged in transit or improperly shipped. Many of the other
lawsuits to which we are a party are covered by insurance and are being defended by our insurance carriers. We
have established accruals for these other matters and it is management’s opinion that resolution of such litigation
will not have a material adverse effect on our consolidated financial position. However, a substantial settlement
payment or judgment in excess of our accruals could have a material adverse effect on our consolidated results of
operations or cash flows.

ITEM 4.  Submission of Matters To a Vote of Security Holders

No matters were submitted to a vote of security holders during the fourth quarter of our fiscal year ended
December 31, 2003.
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PART II
ITEM 5. Market for Registrant’s Common Stock and Related Shareholder Matters

Our common stock trades on the Nasdaq National Market tier of The Nasdaq Stock Market under the
symbol EAGL. The following table sets forth the quarterly high and low closing sales prices for each indicated

quarter of 2002 and 2003.
Quarter Ended High Low
March 31,2002, $ 1587 $ 930
June 30,2002, 19.29 13.50
September 30, 2002 ........ccocovererenn. 16.85 9.18
December 31,2002..........ccevvirennne 16.15 10.11
March 31,2003 ... $ 1518 $§ 1163
June 30,2003 ..., 16.90 14.43
September 30, 2003 ........ccoocoeeeene 20.22 14.95
December 31, 2003.....cccceeinnnn. 20.09 ‘ 16.00

"The closing price for our common stock was $15.99 on February 27, 2004. There were approximately
358 stockholders of record (excluding brokerage firms and other nominees) of our common stock as of February
27, 2004.

Since our initial public offering in November 1995, EGL has not paid cash dividends on our common
stock, although Circle had regularly declared semi-annual dividends prior to the merger of EGL and Circle in
2000. It is the current intention of our management to retain earnings to finance the growth of our business in lieu
of paying dividends. Our bank credit agreement prohibits us from declaring or paying any cash dividends without
the bank’s consent. See Management’s Discussion and Analysis of Financial Condition and Results of
Operations — Liquidity and Capital Resources for a discussion of our credit agreement.

Convertible Subordinated Notes

In December 2001, we issued $100 million aggregate principal amount of 5% convertible subordinated
notes to Credit Suisse First Boston Corporation, as initial purchaser, in a “Rule 144A Offering,” pursuant to an
exemption from registration under Section 4(2) of the Securities Act of 1933. Our net proceeds from the issuance
and sale of the notes were approximately $96.7 million after deducting the discount to the initial purchaser and
estimated expenses of the offering. We used all of the net proceeds to repay a portion of our borrowings under
our then existing amended and restated credit facility.

The notes bear interest at an annual rate of 5%, payable on June 15 and December 15 of each year. The
notes mature on December 15, 2006. The notes are convertible at any time up to four trading days prior to
maturity into shares of our common stock at a conversion price of approximately $17.4335 per share, subject to
certain adjustments, which was a premium of 20.6% of the stock price at the issuance date. This is equivalent to a
conversion rate of 57.3608 shares per $1,000 principal amount of notes. Upon conversion, a noteholder will not
receive any cash representing accrued interest, other than in the case of a conversion in connection with an
optional redemption. We may redeem the notes on or after December 20, 2004 at specified redemption prices,
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plus accrued and unpaid interest to, but excluding, the redemption date. Upon a change in control, a noteholder
may require us to purchase its notes at 100% of the principal amount of the notes, plus accrued and unpaid interest
to, but excluding, the purchase date.

ITEM 6. Selected Financial Data

The following table sets forth selected financial data that have been derived from our consolidated
financial statements. The information set forth below is not necessarily indicative of results of future operations
and should be read in conjunction with Item 7, “Management’s Discussion and Analysis of Financial Condition
and Results of Operations” and our consolidated financial statements and notes thereto, included elsewhere in this
report.

Year Ended December 31,
2003 2002 2001 2000 1999(1)
(in thousands, except per share amounts)

Statement of Operations Data:

Revenues (2) «.ooovveeiiveniiiiveieaenn, $ 2,171,732 $ 1,869,333 $ 1,860,749 $ 2,079,863 $ 1,409,250
Netrevenues (3) ..ovovrveiiieniiinienn. 735,252 672,132 644,183 719,512 587,075
Operating income (loss) (4} S)}6) ........... 44,765 29,672 (57,569) 9,892 72,862
Net income (1088) (7) cveevvvovreiieeeens 23,945 9,434 (40,177) (722) 51,710
Basic earnings (loss) per share .............. $ 0.51 $ 0.20 $ 084) § 0.02) § 1.14
Basic weighted average shares

oustanding ............o.oi 47,204 47,610 47,558 46,600 45,504
Diluted earnings (loss) per share ............ $ 0.50 3 0.20 $ 084) § (0.02) $ 1.11
Diluted weighted average shares

oustanding ... 47,481 47,811 47,558 46,600 46,481
Balance Sheet Data (at year end):
Working capital ........oocoveiiiiininn.n 3 229,636 $ 206,953 $ 193,124 $ 240,484 $ 231,533
Total assets ..o, 944,238 845,718 815,619 904,225 775,694
Long-term indebtedness and capital

leases, net of current portion .............. 113,317 107,330 106,339 94,032 35,976
Stockholders’ equity .......ooevieii el 414,596 376,541 366,091 403,767 401,455

(1) In July 2000, we changed our fiscal year end to December 31 beginning with the December 31, 2000
year end. Prior to 2000, our fiscal years ended on September 30. In October 2000, we completed a
merger with Circle International Group, Inc., accounted for as a pooling of interests. The statement of
operations data has been prepared by combining our results of operations for the year ended
September 30, 1999, with Circle’s results of operations for the year ended December 31, 1999. The
balance sheet data has been prepared by combining our financial results as of September 30, 1999,
with Circle’s financial results as of December 31, 1999. The periods have been labeled year ended
December 31 to be more consistent with our current year-end. The stand-alone results of operations
of EGL for the three months ended December 31, 1999 have been omiited from the information
presented.

EGL stand-alone revenues, net revenues, operating income, net income and basic and diluted earnings
per share for the period October 1, 1999 through December 31, 1999 were $187.4 million, $78.2
million, $15.7 million, $9.9 million, $0.35 and $0.33, respectively. Unaudited pro forma revenues,
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net revenues, operating income, net income and basic and diluted earnings per share for the year
ended December 31, 1999 depicting the combined results of EGL and Circle as if EGL had a fiscal
year ended December 31, 1999 are $1,451.7 million, $601.9 million, $75.6 million, $53.9 million,
$1.18 and $1.14, respectively.

(2) We have classified in cost of sales for 2003, 2002, 2001 and 2000 the costs of certain reimbursed
incidental activities previously reported net in revenues. Amounts for 1999 have not been
reclassified, as we were utilizing a different financial system in those years in which the detail is no
longer readily available. There is no impact on net revenues, operating income (loss) or net income
(loss) as a result of this reclassification.

(3) 2003 includes a charge of $2.3 million or $1.4 million net of tax ($0.03 per diluted share) for
settlement of the claim by Kitty Hawk. See note 18 of the notes to our consolidated financial
statements.

(4) 2002, 2001 and 2000 include transaction, integration and restructuring charges related to the merger
with Circle totaling $5.7 million or $3.5 million net of tax ($0.07 per diluted share), $14.0 million or
$8.5 million net of tax ($0.18 per diluted share) and $67.4 million or $49.9 million net of tax ($1.07
per diluted share), respectively. See note 4 of the notes to our consolidated financial statements.

(5) 2001 includes a charge of $10.1 million or $6.2 million net of tax ($0.13 per diluted share) related to
the EEOC legal settlement. 2003 includes a credit of $1.4 million or $870,000 net of tax (50.02 per
diluted share) for reversal of a portion of the EEOC legal settlement accrual recorded in 2001. See
note 17 of the notes to our consolidated financial statements.

(6) 2002 includes grant proceeds of $8.9 million or $5.4 million net of tax ($0.11 per diluted share)
received in the third quarter of 2002 from the United States Department of Transportation under the
Air Transportation Safety and System Stabilization Act signed into law on September 22, 2001. See
note 2 of the notes to our consolidated financial statements.

(7) 2002 includes a charge of $7.4 million or $4.5 million net of tax ($0.10 per diluted share) for
impairment of our investment in Miami Air and accrual for our exposure on a standby letter of credit
related to our investments. 2003 includes a credit of $1.3 million or $800,000 net of tax ($0.02 per
diluted share) for reversal of the accrual for our exposure on the standby letter of credit related to our
investment in Miami Air. See note 8 of the notes to our consolidated financial statements.

ITEM 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following management’s discussion and analysis of financial condition and results of operations
should be read in conjunction with our consolidated financial statements and notes thereto included elsewhere in
this report. In addition, for information on our critical accounting policies and the judgment made in their
application, please read “Critical Accounting Policies and Estimates” beginning on page 50.
Overview

The primary macroeconomic growth indicators of our business include general growth in the economy,

international trade, particularly out of Asia, the level of high-tech spending and the increase in outsourcing of
logistics projects. Drivers that we control and focus on internally are our ability to: (1) link transportation services
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with our logistics services, (ii) cross-sell our services to existing and prospective customers, and (iii) collaborate
with our customers to provide flexible, cost-effective and profitable supply chain solutions.

We achieved revenues of $2.17 billion for the year ended December 31, 2003, a 16% increase over
revenues of $1.87 billion in 2002. Our financial position was strengthened by record gross and net revenues in
the fourth quarter of 2003. Despite growth in our business, we remain committed to leveraging our infrastructure
by containing our operating expenses, which have decreased as a percentage of net revenues from 2002 to 2003.

Our results of operations in 2003 were impacted by, among other things, the following:

* leveraging our global network to increase volumes across all service offerings,

= elimination of our dedicated charter network,

* a weak economy during the first half of the year,

= the continued shift away from United States priority to deferred shipments by our customers,
» airline rate increases in Asia, and

= operating losses on two logistics projects in Europe.

Leveraging our global network. Our merger with Circle in 2000 established a global network for our
services. In 2003, we leveraged our global network and our ability to cross-sell services to increase volumes for
all of our service offerings. In addition, our balanced product offering enabled us to provide flexible solutions to
our customers both domestically and internationally. Our services improved as we have consolidated most
operations in which we had duplicate facilities at the time of the merger with Circle and maintained relatively
consistent selling, general and administrative expenses on higher net revenues.

Elimination of our dedicated charter network. As of December 2003, we were no longer a party to any
dedicated charter agreements or network. Without such a network, we were able to capitalize on available
capacity in the market to move our customers’ goods at the lowest cost available. We believe the elimination of
such fixed costs will further enable us to provide flexible solutions through a non-asset based model of services.

Shift from priority to deferred shipments. U.S. overnight shipment counts continued to decline in 2003 as
a result of a subdued demand by our customers, reflecting the weak economy and continued improvements by the
industry in timely ground deliveries. In addition, the continued shift to manufacturing operations overseas has
reduced the amount of domestic activity but has resulted in increased U.S. imports. Management believes that if
the economy continues to recover, shipment of products will be expedited and inventory levels will continue to
build as customers gain more confidence in the economic recovery. We believe our low cost domestic model is
capable of continuing to generate domestic growth with a mix of priority (next flight out, next day or second day
time definite) and economy deferred (third through fifth day) shipments.

Rate increases in Asia. Our third quarter and most of our fourth quarter performance was impacted by
airline price increases out of Asia that were not matched with corresponding price increases to our customers due
to weak air freight demand. The airline pricing pressure has moderately improved in January 2004 and we
believe we will be better-positioned in 2004 to sustain the impact of such rate increases by the airlines. The
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steamship carriers also continued to increase their rates during the year, with our freight forwarding operations
having moderate success in passing these price increases to customers.

Logistics projects in Europe. Our first and second quarter performance in 2003 was impacted by
operating losses on two logistics projects in Europe. The performance on these projects improved during the
latter half of 2003 and rebounded to profitability by year end. We terminated these projects effective March 2004.

Our focus in 2004 will be to improve upon priority product shipment counts, streamline processes
through our global deployment of our financial and operational information technology systems (see “Business —
Information Systems”) and continue to leverage our North America infrastructure.

Results of Operations

Our principal services are air freight forwarding, ocean freight forwarding, customs brokerage and other
value-added logistics services. The following table provides certain statement of operations data attributable to
our principal services during the periods indicated. Revenues for air freight and ocean freight consolidations
(indirect shipments) include reimbursements from customers for the cost of transporting such freight. Revenues
for air freight and ocean freight agency or direct shipments, customs brokerage and import services, include only
the fees or commissions for these services. A comparison of gross revenues by product best measures the relative
importance of our principal services, while a comparison of net revenue margins (net revenues as a percent of
gross revenues) best measures the performance of each product line. A comparison of operating expenses as a
percent of net revenues considers the relationship between operating expenses and operating revenues.

31




Revenues:

Air freight forwarding ...,
Ocean freight forwarding ...............cooeenn
Customs brokerage and other ......................
REVENUES ...oviiiiii i

Net revenues:

Air freight forwarding ................coccoei
Ocean freight forwarding ...........................
Customs brokerage and other ......................
Netrevenues .........coooviviviiiiiiiiiniriiee,

Operating expenses:

Personnel COSES ..o e

Other selling, general and administrative

EXPEISES Leorvrrnerieriereaericanecnnaiaeirriras
Air Transportation Safety Stabilization grant ......
EEOC legal settlement ............ccoovvenninninnnee.
Transaction, restructuring and integration costs ...
Operating income (10SS) .......ccooivnniiiiiinn,
Nonoperating expense, Net ...........c.ocovveueennne.

Income (loss) before provision (benefit)

for INCOME taxes ..........coveviieniiiiiiiiiniionn
Provision (benefit) for income taxes .................

Income (loss) before cumulative effect of

change in accounting for negative goodwill .....

Cumulative effect of change in accounting for

negative goodwill ...
Net income (10SS) «venvvnvveririieiiienieeneen

2003 Compared to 2002

Twelve Months Ended December 31,

2003 2002 2001
% of % of % of
Amount Revenues Amount Revenues Amount Revenues
(in thousands, except percentages)

$ 1,440,246 66.3 $ 1,283,610 68.7 $ 1,307,863 70.3
298,143 13.7 216,602 1.6 195,040 10.5
433,343 20.0 369,121 19.7 357,846 19.2

8§ 2,171,732 100.0 $ 1,869,333 100.0 $ 1,860,749 100.0
% of Gross % of Gross % of Gross

Amount Revenues Amount Revenues Amount Revenues

§ 423,115 29.4 $ 405,989 31.6 $ 386,933 29.6
65,078 21.8 58,135 26.8 58,912 30.2
247,059 57.0 208,008 56.4 198,338 55.4

$ 735,252 33.9 $ 672,132 36.0 3 644,183 34.6

% of Net % of Net % of Net

Amount Revenues Amount Revenues Amount Revenues
416,565 56.7 370,817 55.2 383,211 595
275,337 37.4 274,878 40.9 294,488 45.7

- - (8,923) (1.3) - -

(1,415) 0.2) - - 10,089 1.5

- - 5,688 0.8 13,964 2.2
44,765 6.1 29,672 44 (57,569) 8.9

6,249 0.9 14,556 2.2 8,442 1.3
38,516 52 15,116 2.2 (66,011) (10.2)
14,571 2.0 5,895 0.8 (25,834) (4.0)
23,945 32 9,221 14 (40,177) 6.2)

- - 213 - - -
$ 23,945 32 3 9,434 1.4 $ 40,177) (6.2)

Revenues. Revenues increased $302.4 million, or 16.2%, to $2,171.7 million in 2003 compared to
$1,869.3 million in 2002 primarily due to an increase in air freight forwarding revenues of $156.6 million,
additional increases in ocean freight forwarding revenues of $81.5 million and an increase in customs brokerage
and other of $64.2 million. Net revenues, which represent revenues less freight transportation costs, increased
$63.2 million, or 9.4%, to $735.3 million in 2003 compared to $672.1 million in 2002. Net revenue margins
declined on pricing pressures out of Asia to the U.S.
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Air freight forwarding revenues. Air freight forwarding revenues increased $156.6 million, or 12.2%, to
$1,440.2 million in 2003 compared to $1,283.6 million in 2002. Air freight forwarding revenues increased in
Asia Pacific, followed by Europe/Middle East, North America and South America. Revenue increases are
primarily driven by volume increases resulting from new large customer contracts and incremental increases in
existing air freight business, particularly in exports from Asia and the U.S., offset by the weakening market for
domestic shipments within the U.S.

Air freight forwarding net revenues increased $17.1 million, or 4.2%, to $423.1 million in 2003 compared
to $406.0 million in 2002. Air freight forwarding net revenues increased primarily in Europe/Middle East
followed by North America. The air freight forwarding margin (net revenues as a percentage of revenues)
decreased to 29.4% for 2003 as compared to 31.6% for 2002. Air freight forwarding net revenue margins
declined in all geographic divisions, primarily due to airline rate increases we were not able to recover through
comparable price increases to our customers and the shift from priority to deferred shipments in the U.S. Air
freight forwarding net revenue margin was also negatively impacted by an unfavorable settlement with Kitty
Hawk, Inc., a wholesale transportation provider, stemming from a dispute in 2001. The dispute was resolved by
an arbitration panel during the third quarter of 2003 and we recorded a charge of $2.3 million in air freight
forwarding cost of transportation. In addition, direct shipments, which have higher margins, declined as 2002
revenues and net revenues included the impact of the U.S. West Coast port strike in which we chartered 42
dedicated planes to move product from Asia to North America.

Ocean freight forwarding revenues. Ocean freight forwarding revenues increased $81.5 million, or
37.6%, to $298.1 million in 2003 compared to $216.6 million in 2002 primarily as a result of volume increases in
all geographic divisions due to our focus on expanding the ocean market in response to our customers’ focus on
cost savings and shifting their shipments from air to ocean. Ocean freight forwarding net revenues increased $7.0
million, or 12.0%, to $65.1 million in 2003 compared to $58.1 million in 2002 while the ocean freight forwarding
margin decreased to 21.8% in 2003 compared to 26.8%. The ocean freight forwarding margin decreased due to
rate increases from carriers and aggressive pricing with customers to improve market share.

Customs brokerage and other revenues. Customs brokerage and other revenues, which include imports,
warehousing, distribution and other logistics services, increased $64.2 million, or 17.4%, to $433.3 million in
2003 compared to $369.1 million in 2002. The increase is due to higher warehousing, distribution and other
logistics revenues resulting from new warehousing customers and expansion of existing warehousing business in
Europe and North America due to our focus on expanding this line of business. Customs brokerage revenues
increased in 2003 compared to 2002 reflecting the growth in U.S. imports.

Customs brokerage and other net revenues increased $39.1 million, or 18.8%, to $247.1 million in 2003
compared to $208.0 million in 2002. Net revenue margins on warehousing, distribution and other logistics
revenues increased slightly as a result of new logistics projects, primarily in the U.S. and Europe, while net
revenue margins on customs brokerage decreased slightly as a result of pricing pressures on imports to the U.S.
and Europe due to rate increases from air and ocean carriers.

Personnel costs. Personnel costs include all compensation expenses, including those relating to sales
commissions and salaries and to headquarters employees and executive officers. Personnel costs increased $45.8
million, or 12.4%, to $416.6 million in 2003 compared to $370.8 million in 2002. As a percentage of net
revenues, personnel costs were 56.7% in 2003 compared to 55.2% in 2002. The increase in personnel costs was a
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result of an increase in headcount throughout 2003 to support increased volumes and new logistics projects in
Europe and North America. Personnel costs also increased due to a temporary salary reduction for five pay
periods implemented in the U.S. during the first quarter of 2002.

Other selling, general and administrative expenses. Other selling, general and administrative expenses
increased $459,000, or 0.2%, to $275.3 million in 2003 compared to $274.9 million in 2002. As a percentage of
net revenues, other selling, general and administrative expenses were 37.4% in 2003 compared to 40.9% in 2002.
This decrease is primarily due to management initiatives on costs savings. Other selling, general and
administrative expenses also decreased as a result of a $1.4 million gain on the sale of our facility in Boston in
September 2003 and a $500,000 charge recorded during the third quarter of 2002 related to a management
decision not to use certain architectural design plans for a proposed building in Canada. These cost savings were
partially offset by an increase in facility costs, insurance premiums and depreciation expense. Although we
completed the consolidation of many of our facilities, our facility costs increased by approximately $10.2 million
because we are leasing more space than in the previous year for our expanded warehousing and logistics services
primarily in Europe and North America, expansion of several stations in the U.S. and the acquisition of MIF in
April 2003. The increase in depreciation expense was largely related to increases in computer software and office
equipment depreciation.

EEOC legal settlement. In October 2001, we reached agreement on a claim with the EEOC and recorded
a charge of $10.1 million during the third quarter 2001, which included $8.5 million placed into a settlement fund,
$500,000 to establish a leadership development program, legal fees, administrative costs and other costs
associated with the litigation and settlement. The $10.1 million charge was in addition to the $7.5 million charge
we recognized in 2000 for the estimated costs of defending against these claims. During 2003, we reversed $1.4
million of the EEOC accrual for certain administrative functions completed in 2003 in which actual costs were
less than amounts accrued and payroll taxes we will not be required to pay.

Air Transportation Safety and System Stabilization Act grant. During the third quarter 2002, we received
a total of $8.9 million related to the Air Transportation Safety and System Stabilization Act, which was signed
into law on September 22, 2001. See note 2 of the notes to our consolidated financial statements.

Transaction, restructuring and integration costs. Primarily in connection with the Circle merger we
recorded charges for (1) severance costs for certain Circle employees; (2) future lease obligations under non-
cancelable operating leases where we have or had multiple facilities in certain locations, less anticipated future
recoveries from sublease income; (3) costs to terminate joint venture/agency agreements, including assets not
expected to be fully recoverable as a result of our decision to terminate these agreements; and (4) certain other
costs. See note 4 of the notes to our consolidated financial statements. During 2002, we recorded charges of $5.7
million, or $3.5 million after tax, including a charge of $5.9 million for future lease obligations due to revisions of
estimates and a credit of $251,000 due to favorable settlement of terminated joint venture/agency agreements.
The additional charge for future lease obligations was due to revised estimates for future recoveries from actual or
expected sublease agreements that were or are expected to be less favorable than anticipated due to the weakened
U.S. economy. There were no restructuring changes recorded in 2003.

Nonoperating expense, net. Nonoperating expense, net includes interest expense, interest income,

minority interest expense, equity in earnings (losses) from affiliates, foreign exchange gains (losses) and other
nonoperating income (expenses). Nonoperating expense, net was $6.2 million in 2003 as compared to $14.6
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million in 2002. The $8.4 million decrease was primarily due to an impairment charge of approximately $6.7
million for our investment in Miami Air and a $1.3 million reserve established for our guarantee of Miami Air’s
outstanding letters of credit recorded in 2002. This $1.3 million reserve was reversed in 2003 as our exposure on
Miami Air’s outstanding letters of credit was eliminated. See note 8 of the notes to our consolidated financial
statements. In addition, earnings from an unconsolidated affiliate, TDS Logistics, Inc. (TDS) decreased from
approximately $304,000 of income in 2002 to a $1.5 million loss in 2003. TDS reported operating losses in 2003,
partially due to a valuation allowance recorded for deferred tax assets resulting from unfavorable results from
TDS’s operations in Belgium. Nonoperating expense, net also decreased due to lower interest cost from our
interest rate swap, which expired in April 2003, and higher income from our jet fuel swap entered into during
November 2002. Additionally, we incurred net foreign exchange losses of $1.5 million in 2003 compared to net
foreign exchange gains of $366,000 in 2002, primarily due to deterioration of the U.S. dollar.

Effective tax rate. The effective tax rate for 2003 was 37.8% compared to 39.0% for 2002. Our overall
effective tax rate fluctuates primarily due to changes in the level of pre-tax income in foreign countries that have
different rates and certain income and/or expenses that are permanently non-taxable or non-deductible in certain
jurisdictions.

2002 Compared to 2001

Revenues. Revenues increased $8.6 million, or 0.5%, to $1,869.3 million in 2002 compared to $1,860.7
million in 2001 primarily due to an increase in ocean freight forwarding revenues of $21.6 million and an increase
in customs brokerage and other of $11.3 million offset by a decrease of $24.3 million in air freight forwarding
revenues. Net revenues, which represent revenues less freight transportation costs, increased $27.9 million, or
4.3%, to $672.1 million in 2002 compared to $644.2 million in 2001.

Air freight forwarding revenues. Air freight forwarding revenues decreased $24.3 million, or 1.9%, to
$1,283.6 million in 2002 compared to §1,307.9 million in 2001 primarily as a result of volume decreases in North
America offset by volume increases in South America and Asia Pacific. The volume decreases in North America
were primarily due to the weakened U.S. economy. North America was also adversely affected by the shift from
priority shipments to economy deferred shipments. Air freight forwarding revenues increased $41.2 million, or
12.2%, to $380.3 million in the fourth quarter of 2002 compared to $339.1 million in the fourth quarter of 2001,
During the fourth quarter of 2002, we benefited from the U.S. West Coast port strike and chartered 42 dedicated
planes to move product from Asia to North America.

Air freight forwarding net revenues increased $19.1 million, or 4.9%, to $406.0 million in 2002 compared
to $386.9 million in 2001. The air freight forwarding margin increased to 31.6% for 2002 compared to 29.6% for
2001. The increase in margin was primarily related to the elimination of the U.S. dedicated charter commitments
in 2002, better yield management and better buying opportunities on our international freight forwarding services.

Ocean freight forwarding revenues. Ocean freight forwarding revenues increased $21.6 million, or
11.1%, to $216.6 million in 2002 compared to $195.0 million in 2001 primarily as a result of volume increases in
Europe and Asia Pacific offset by decreases in North and South America. Ocean freight forwarding net revenues
decreased $777,000, or 1.3%, to $58.1 million in 2002 compared to $58.9 million in 2001 and the ocean freight
forwarding margin decreased to 26.8% in 2002 compared 30.2% in 2001 primarily due to a decrease in the
number of shipments moving on a direct basis rather than through consolidation service.
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Customs brokerage and other revenues. Customs brokerage and other revenues, which include
warehousing, distribution and other logistics services, increased $11.3 million, or 3.2%, to $369.1 million in 2002
compared to $357.8 million in 2001. The increase is due to higher warehousing, distribution and other logistics
revenues resulting from new warehousing customers and expansion of existing warehousing business in Europe
and Asia Pacific. Customs brokerage revenues remained constant in 2002 compared to 2001 with increases in
inbound traffic in Asia Pacific offset by decreases across all other geographic divisions.

Personnel costs. Personnel costs include all compensation expenses, including those relating to sales
commissions and salaries and to headquarters employees and executive officers. Personnel costs decreased $12.4
million, or 3.2%, to $370.8 million in 2002 compared to $383.2 million in 2001. As a percentage of net revenues,
personnel costs were 55.2% in 2002 compared to 59.5% in 2001. The reduction in personnel costs was a result of
headcount reductions throughout 2001, which eliminated approximately 500 full-time employees, and reduction
of approximately 225 employees during 2002, controls in the use of contract labor and a temporary salary
reduction for five pay periods implemented in the U.S. during the first quarter of 2002. The cost savings from the
reduction in headcount in 2002 were offset by approximately $1.0 million of severance costs recorded in the third
quarter of 2002.

Other selling, general and administrative expenses. Other selling, general and administrative expenses
decreased $19.6 million, or 6.7%, to $274.9 million in 2002 compared to $294.5 million in 2001. As a percentage
of net revenues, other selling, general and administrative expenses were 40.9% in 2002 compared to 45.7% in
2001. This decrease is primarily due to management initiatives on cost savings, the realization of merger related
cost synergies, and the elimination of goodwill amortization expense due to the implementation of SFAS 142.
These cost savings were partially offset by an increase in facility costs, insurance premiums, and depreciation
expense. Although we completed the consolidation of many of our facilities, our facility costs increased by
approximately $9.7 million because we are leasing more space for our expanded warehousing and logistics
services. The increase in depreciation expense was largely related to increases in computer software and office
equipment depreciation. During the third quarter of 2002, we took an impairment charge of $500,000 related to a
management decision not to use certain architectural design plans for a proposed building in Canada.

EEOC legal settlement. In October 2001, we settled our claim with the EEOC and recorded a charge of
$10.1 million during the third quarter of 2001, which included $8.5 million placed into a settlement fund,
$500,000 to establish a leadership development program, legal fees, administrative costs and other costs
associated with the litigation and settlement. The $10.1 million charge was in addition to the $7.5 million charge
we recognized in 2000 for the estimated costs of defending against these claims.

Air Transportation Safety and System Stabilization Act grant. During the third quarter 2002, we received
a total of $8.9 million related to the Air Transportation Safety and System Stabilization Act, which was signed
into law on September 22, 2001. See note 2 of the notes to our consolidated financial statements.

Transaction, restructuring and integration costs. Primarily in connection with the Circle merger and our
decision to terminate certain charter lease obligations, we recorded charges of $5.7 million, or $3.5 million after
tax, during 2002 and $14.0 million, or $8.5 million after tax, during 2001. Transaction, restructuring and
integration costs reported in 2002 and 2001 by category were as follows:
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Revisions to Revisions to

New charges estimates estimates
recorded in 2001 recorded in 2001 recorded in 2002
SEVETANCE COSLS.cveiraeetirerieereeeeseeecreineienes $ 3,345 $ (398) $ -
Future lease obligations, net of 1,917 2,746 5,939
expected sublease income........ccoveeennn
Termination of joint venture/ - (3,000) (251)
AQENCY AZreemeEntS. ....ooivviniiiniiviinnnns
Charter lease obligations, net of 2,287 - -
sublease INCOME......ccceeveevvveeveeerrrecnns
Integration COStS ......ccooeveiiivieiiecieennn 7,564 - -
Assets not expected to be
recoVerable ..o - (497) -
TOtal. oo e § 15113 $ (1,149) $ 5,688

Severance costs. Severance costs were recorded for certain employees at the former Circle headquarters
and former Circle management at certain international locations. The termination of substantially all of the 150
employees included in the integration plan occurred during 2000 and the first quarter of 2001. Severance costs of
approximately $3.2 million were recorded during the year ended December 31, 2001, offset by a credit of
$398,000 for favorable negotiation of certain severance arrangements.

Also, during January 2001, we announced an additional reduction in our workforce of approximately 125
additional employees. The charge for this workforce reduction was approximately $100,000 and was recorded
during the first quarter of 2001.

Future lease obligations. Future lease obligations consist of our remaining lease obligations under
noncancelable operating leases at domestic and international locations that we are in the process of vacating and
consolidating due to excess capacity resulting from having multiple facilities in certain locations. The provisions
of our integration plan include the consolidation of facilities at approximately 80 of our operating locations net of
anticipated future recoveries from actual or expected sublease agreements. During the second half of 2001, we
determined the estimated consolidation dates for several of the remaining facilities and recorded an additional
charge of $1.9 niillion. All lease costs for facilities being consolidated are charged to operations until the date
that we vacate each facility.

During 2002 and 2001 we recorded additional charges of $5.9 million and $4.7 million, respectively,
based on revised estimates for future recoveries from actual or expected sublease agreements that were or are
expected to be less favorable than anticipated due to the weakened U.S. economy. In addition, during the fourth
quarter of 2001, we decided to utilize two of the facilities in our logistics operations as we determined the
expected return on operations was greater than the sublease income we expected to obtain in these two markets.
Therefore, we reversed the $2.0 million reserve established for these facilities.

Termination of joint venture/agency agreements. Costs to terminate joint venture/agency agreements
represent contractually obligated costs incurred to terminate selected joint venture and agency agreements with
certain of our former business partners along with assets that were not expected to be fully recoverable as a result
of our decision to terminate these agreements. In conjunction with our integration plan, we completed the
termination of joint venture and agency agreements in Brazil, Chile, Panama, Venezuela, Taiwan and South
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Africa in 2001. We completed the termination of joint venture agreements in South Africa and Taiwan on more
favorable terms than originally expected and revised the related estimate by reducing the expected charge by $3.0
million in 2001. In the fourth quarter of 2002, we reversed an additional $251,000 of this reserve due to more
favorable settlements.

Charter lease obligation. In August 2001, we negotiated agreements to reduce our exposure to future
losses on leased aircraft. A lease for two of the aircraft was terminated with no financial penalty. We subleased
five aircraft to a third party at rates below our contractual commitment and recorded a charge of approximately
$2.3 million in the third quarter of 2001 for the excess of our commitment over the sublease income through the
end of the lease term.

Integration costs. Integration costs of approximately $7.6 million were incurred during 2001 and include
the costs of changing legal registrations in various jurisdictions, changing signs and logos at our major facilities
around the world, and other integration costs. These costs have been expensed as incurred.

Assets not expected to be recoverable. During 2000, we recorded a non-cash charge for assets not
expected to be recoverable which primarily consisted of fixed assets at the various locations that were being
consolidated under our integration plan and will no longer be used in our ongoing operations. In 2001, we revised
these estimates by $497,000 for assets that were determined to be recoverable since they will continue to be used
in operations.

Nonoperating expense, net. Nonoperating expense, net includes interest expense, interest income,
minority interest expense, equity in earnings (losses) from affiliates, foreign exchange gains (losses) and other
nonoperating income (expenses). Nonoperating expense, net was $14.6 million in 2002 compared to $8.4 million
in 2001. The $6.2 million increase was primarily due to an impairment charge of approximately $6.7 million for
our investment in Miami Air and a $1.3 million reserve established for Miami Air’s outstanding letters of credit
guaranteed by us offset by lower interest expense as a result of the lower interest rate on our convertible notes
compared to the interest rate on debt outstanding in 2001. See note 8 of the notes to our consolidated financial
statements. Additionally, we incurred net foreign exchange gains of $366,000 in 2002 compared to a net foreign
exchange loss of $55,000 in 2001. Nonoperating expense in 2001 was reduced by a $2.3 million gain recognized
by recording the market value of a nonmarketable investment in equity securities that became marketable and was
classified as available for sale.

Effective tax rate. The effective tax rate for 2002 was 39.0% compared to 39.1% for 2001. Our overall
effective tax rate fluctuates primarily due to changes in the level of pre-tax income in foreign countries that have
different rates and certain income and/or expenses that are permanently non-taxable or non-deductible in certain
jurisdictions.

Liquidity and Capital Resources
General
Our ability to satisfy our debt obligations, fund working capital and make capital expenditures depends

upon our future performance, which is subject to general economic conditions and other factors, some of which
are beyond our control. If we achieve significant near-term revenue growth, we may experience a need for
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increased working capital financing as a result of the difference between our collection cycles and the timing of
our payments to vendors.

We make significant disbursements on behalf of our customers for transportation costs (primarily ocean)
and customs duties for which the customer is the primary obligor. The billings to customers for these
disbursements, which are several times the amount of revenues and fees derived from these transactions, are not
recorded as revenues and expense on our statement of operations; rather, they are reflected in our trade
receivables and trade payables. Growth in the level of this activity or lengthening of the period of time between
incurring these costs and being reimbursed by our customers for these costs may negatively affect our liquidity.

As a non-asset based freight forwarder, we do not have significant capital expenditures that would be
required of an asset based forwarder. We believe our anticipated capital expenditures for 2004 will be in the
range of $35 to $40 million, with a range of $30 to $35 million expected on information systems expenditures. In
addition, our Board of Directors has authorized the purchase of up to $65 million, depending on market
conditions, of our outstanding common stock in connection with a stock repurchase program. See note 22 of the
notes to our consolidated financial statements. Based on current plans, we believe that our existing capital
resources, including $95.9 million of cash and cash equivalents and $42.7 million of available borrowing capacity
on our credit facility, will be sufficient to meet working capital requirements through December 31, 2004.
However, we cannot provide assurance that there will be no change that would consume available resources
significantly before that time. Additionally, funds may not be available when needed and even if available,
additional funds may be raised through financing arrangements and/or the issuance of preferred or common stock
or convertible securities on terms and prices significantly more favorable than those of the currently outstanding
common stock, which could have the effect of diluting or adversely affecting the holdings or rights of our existing
stockholders. If adequate funds are unavailable, we may be required to delay, scale back or eliminate some of our
operating activities, including, without limitation, the timing and extent of our marketing programs, and the extent
and timing of hiring additional personnel. We cannot provide assurance that additional financing will be available
to us on acceptable terms, or at all.

2003 Compared to 2002

Net cash provided by operating activities. Net cash provided by operating activities was $37.8 million in
2003 compared to $64.6 million in 2002. The decrease in 2003 was primarily due to a significant increase in
gross revenues during the month of December 2003 compared to December 2002, resulting in an increase in trade
receivables and other receivables and an increase in days sales outstanding from 64 days at December 31, 2002 to
66 days at December 31, 2003. The increase in trade and other receivables was offset by increases in net income
and accounts payable, accrued transportation costs and other accrued liabilities.

Net cash used in investing activities. Net cash used in investing activities in 2003 was $45.6 million
compared to $24.2 million in 2002. Capital expenditures were $27.4 million during 2003 compared to $41.4
million during 2002, a $14.0 million decrease. The expenditures in 2003 were mainly due to the Oracle
implementation, other software expenditures and equipment purchases. Net cash used in acquisitions was $21.1
million during 2003 compared to $1.1 million in 2002. The 2003 acquisitions were primarily Miami International
Forwarders, a privately held international freight forwarder and customs broker based in Miami, Florida;
Transimpex, SA, an international freight forwarder and customs broker based in France; the purchase of our
outside partners’ interest in our subsidiary in Singapore and an earnout payment for a prior year acquisition in

39

"—"—



—-——-—

Chile. The 2002 acquisitions included purchases of our outside partners’ interest in our subsidiary in Argentina
and earnout payments for prior year acquisitions in Chile and Canada. The sale and sale-leaseback of real estate
and the sale of other assets resulted in cash proceeds of $4.2 million in 2003 compared to $26.0 million in 2002.

Net cash used in financing activities. Net cash used in financing activities in 2003 was $7.8 million
compared to $9.4 million in 2002. The cash used in financing activities in 2003 consists of $12.2 million of
repayment of notes and financed insurance premiums and $214,000 in cash payments to our minority interest
partners, offset by $4.1 million in proceeds from the exercise of 324,000 stock options and $540,000 in proceeds
from the issuance of 43,000 shares of common stock from our Employee Stock Purchase Plan. Cash used in
financing activities in 2002 consisted of $10.0 million from the repurchase of our common stock and $1.4 million
for net repayments of notes payable, offset by $1.0 million in proceeds from the issuance of 85,000 shares of
common stock from our Employee Stock Purchase Plan, $687,000 in proceeds from the exercise of 72,000 stock
options and $301,000 in cash received from our minority interest partners.

2002 Compared to 2001

Net cash provided by operating activities. Net cash provided by operating activities was $64.6 million in
2002 compared to $23.5 million in 2001. The increase in 2002 was primarily due to the net income in 2002
compared to the loss incurred in 2001, improved days sales outstanding reflecting improved operational
performance and an increase in accounts payable.

Net cash used in investing activities. Net cash used in investing activities in 2002 was $24.2 million
compared to $23.2 million in 2001. Capital expenditures were $41.4 million during 2002 compared to $64.9
million during 2001, a $23.5 million decrease. These expenditures were mainly due to information technology
initiatives and general facilities expansion in North America. The sale and sale-leaseback of real estate and the
sale of other assets resulted in cash proceeds of $26.0 million in 2002 compared to $37.3 million in 2001. The
purchase of assets for sale-leaseback transactions totaled $11.6 million in 2002.

Net cash provided by (used in) financing activities. Net cash used in financing activities in 2002 was $9.4
million compared to $19.0 million provided by financing activities in 2001. We expended $10.0 million to
repurchase and retire common stock in 2002, In 2001, net proceeds from the sale of 5% convertible subordinated
notes were $96.9 million. Proceeds from this sale were used to repay amounts borrowed against the revolving
line of credit of $82.0 million. Net borrowings were $14.5 million in 2001. Proceeds from the exercise of stock
options were $687,000 in 2002 compared to $3.3 million in 2001. We did not purchase any treasury stock in
2001.

Other factors affecting our liquidity and capital resources

Convertible subordinated notes. In December 2001, we issued $100 million aggregate principal amount
of 5% convertible subordinated notes. The notes bear interest at an annual rate of 5%. Interest is payable on June
15 and December 15 of each year. The notes mature on December 15, 2006.

The notes are convertible at any time up to four trading days prior to maturity into shares of our common

stock at a conversion price of approximately $17.4335 per share, subject to certain adjustments, which was a
premium of 20.6% of the stock price at the issuance date. This is equivalent to a conversion rate of 57.3608
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shares per $1,000 principal amount of notes. Upon conversion, a noteholder will not receive any cash
representing accrued interest, other than in the case of a conversion in connection with an optional redemption.
The shares that are potentially issuable may impact our diluted earnings per share calculation in future periods by
approximately 5.7 million shares. As of December 31, 2003, the estimated fair value of these notes was $117.3
million.

We may redeem the notes on or after December 20, 2004 at specified redemption prices, plus accrued and
unpaid interest to, but excluding, the redemption date. Upon a change in control (as defined in the indenture for
the notes), a noteholder may require us to purchase its notes at 100% of the principal amount of the notes, plus
accrued and unpaid interest to, but excluding, the purchase date.

The notes are general unsecured obligations of EGL. The notes are subordinated in right of payment to
all of our existing and future senior indebtedness as defined in the indenture. We and our subsidiaries are not
prohibited from incurring senior indebtedness or other debt under the indenture for the notes. The notes impose
some restrictions on mergers and sales of substantially all of our assets.

Credit agreement. On January 5, 2001, we entered into an agreement with various financial institutions.
Effective December 20, 2001, we amended and restated this credit facility. The amended and restated credit
facility, which was last amended as of March 31, 2003 (Restated Credit Facility), is with a syndicate of three
financial institutions, with Bank of America, N.A. (the Bank) as collateral and administrative agent for the
lenders, and matures on December 20, 2004. The Restated Credit Facility provides a revolving line of credit of
up to the lesser of:

»  §75 million, which will be increased to $100 million if an additional $25 million of the revolving line
of credit commitment is syndicated to the existing three or other financial institutions, or

* an amount equal fo:

= up to 85% of the net amount of our billed and posted eligible accounts receivable and the billed
and posted eligible accounts receivable of our wholly owned domestic subsidiaries and our
operating subsidiary in Canada, subject to some exceptions and limitations, plus

* up to 85% of the net amount of our billed and unposted eligible accounts receivable and billed
and unposted eligible accounts receivable of our wholly owned domestic subsidiaries owing by
account debtors located in the United States, subject to a maximum aggregate availability cap of
$10 million, plus

* up to 50% of the net amount of our unbilled, fully earned and unposted eligible accounts
receivable and unbilled, fully earned and unposted eligible accounts receivable of our wholly
owned domestic subsidiaries owing by account debtors located in the United States, subject to a
maximum aggregate availability cap of $10 million, minus

» reserves from time to time established by the Bank in its reasonable credit judgment.
The aggregate of the last four sub-bullet points above is referred to as our eligible borrowing base.

The maximum amount that we can borrow at any particular time may be less than the amount of our
revolving credit line because we are required to maintain a specified amount of borrowing availability under the
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Restated Credit Facility based on our eligible borrowing base. As of December 31, 2003, the required amount of
borrowing availability is $25 million. The amount of borrowing availability is determined by subtracting the
following from our eligible borrowing base:

* our borrowings under the Restated Credit Facility, and

* our accounts payable and the accounts payable of all of our domestic subsidiaries and our Canadian
operating subsidiary that remain unpaid more than the longer of (i) sixty days from their respective
invoice dates or (ii) thirty days from their respective due dates.

The Restated Credit Facility includes a $50 million letter of credit subfacility. We had $32.3 million in
letters of credit outstanding as of December 31, 2003 under this facility. The collateral value associated with the
revolving line of credit at December 31, 2003 was $203.1 million, which exceeds the maximum revolving credit
line of $75.0 million. No amounts were outstanding under the revolving line of credit as of December 31, 2003.
Therefore, our available, unused borrowing capacity was $42.7 million as of December 31, 2003.

For each tranche of principal borrowed under the revolving line of credit, we may elect an interest rate of
either:

» LIBOR plus an applicable margin of 2.0%, which is subject to adjustment to:

= 2.00% if the amount available to be borrowed under the line of credit, which we call our
borrowing availability, is greater than or equal to $65 million,

»  2.25% if the borrowing availability is less than $65 million, but greater than or equal to $45
million,

= 2.50% if the borrowing availability is less than $45 million, but greater than or equal to $25
million, and

»  2.75% if the borrowing availability is less than $25 million, or

» the prime rate announced by the Bank, plus, if the borrowing availability is less than $25 million, an
applicable margin of 0.25%.

We refer to borrowings bearing interest based on LIBOR as a LIBOR tranche and to other borrowings as
a prime rate tranche. The interest on a LIBOR tranche is payable on the last day of the interest period (one, two
or three months, as selected by us) for such LIBOR tranche. The interest on a prime rate tranche is payable
monthly.

We are subject to certain covenants under the terms of the Restated Credit Facility, including, but not
limited to: (a) maintenance at the end of each fiscal quarter of a minimum specified adjusted tangible net worth,
and (b) limitations on capital expenditures of $12 million per quarter or $48 million cumulative per year.

The Restated Credit Facility also places restrictions on additional indebtedness, dividends, liens,
investments, acquisitions, asset dispositions, change of control and other matters, is secured by substantially all of
our assets, and is guaranteed by all domestic subsidiaries and our Canadian operating subsidiary. In addition, we
will be subject to additional restrictions, including restrictions with respect to distributions and asset dispositions
if our eligible borrowing base falls below $40 million. Events of default under the Restated Credit Facility
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include, but are not limited to, the occurrence of a material adverse change in our operations, assets or financial
condition or our ability to perform under the Restated Credit Facility or that any of our domestic subsidiaries or
our Canadian operating subsidiary. We were in compliance with the restrictions of the Restated Credit Facility as
of December 31, 2003.

Other guarantees. Several of our foreign operations guarantee amounts associated with our international
freight forwarding services. These include IATA (International Air Transportation Association) guarantees,
customs bonds and other working capital credit facilities issued in the normal course of business. As of
December 31, 2003, guarantees and credit facilities totaled $80.0 million and we had $44.2 million of guarantees,
customs bonds and borrowings against facilities outstanding, including guarantees of our trade payables and
accrued transportation costs and borrowings against our international credit facilities of $17.2 million which were
recorded as liabilities on our consolidated balance sheet.

Synthetic lease agreements. Entering 2002, EGL was the lessee in two synthetic lease agreements with
special purpose entities. Both of these lease agreements were terminated during 2002 as a result of the expiration
of the original lease terms as further discussed below.

In November 2002, our $20 million master operating synthetic lease agreement expired. This lease
facility financed the acquisition, construction and development of five terminal and warehouse facilities
throughout the United States. Upon termination of this agreement, we purchased the five properties leased under
this agreement for $14.1 million which was the amount of the outstanding lease balance at the time of
termination. Three of these terminal facilities were then sold and leased back from an unrelated party in the
fourth quarter of 2002 and the fourth facility was sold and leased back in May 2003 as discussed below. The
remaining terminal facility, with a book value of approximately $3.4 million, was retained by us and is leased to
an unrelated party under a lease to purchase agreement that requires the lessor to purchase the property by
October 2005,

In December 2002, we were required to pay the lease balance and related interest of $15.5 million under a
second synthetic lease agreement entered into during 1998 by Circle. This lease facility financed the acquisition,
construction and development of a terminal facility located in New York, New York. The land leased under this
agreement was accounted for as a synthetic operating lease and the building and improvements were accounted
for as a capital lease. As of December 31, 2003 and 2002, the carrying value of the land and property is included
in property and equipment on the consolidated balance sheet and the building is being depreciated over its useful
life.

As a result of the above two lease expirations, we are no longer a party to any lease agreements with
special purpose entities as of December 31, 2003 or 2002.

Sale-leaseback agreements. In May 2003, we sold our terminal and warehouse facility located in
Connecticut to an unrelated party for $1.2 million, net of related closing costs. One of our subsidiaries then
leased this property for a term of 11 years, with options to extend the initial term for up to 20 years. Under the
terms of the lease agreements, the monthly lease payments average approximately $12,000 for this facility. This
facility was constructed under our master operating synthetic lease agreement, which became due in November
2002. The net book value of this facility was $1.2 million. As a result, a loss of $37,000 on the sale of the
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property was recognized in 2003 and is included in nonoperating expense in the consolidated statement of
operations.

In the fourth quarter of 2002, we completed transactions to sell three of our terminal and warehouse
facilities located in Grapevine, Texas, Austin, Texas and South Bend, Indiana to an unrelated party for $14.1
million, net of related closing costs. One of our subsidiaries then leased these properties for a term of 11 years,
with options to extend the initial term for up to 20 years. Under the terms of the lease agreements, the monthly

- lease payments average approximately $141,000 in total for these facilities. These facilities were constructed
under our master operating synthetic lease agreement, which became due in November 2002. The sale-leaseback
transactions were completed in conjunction with paying the master operating synthetic lease balance for two of
the facilities. The third facility was completed in December 2002. The lease payment for these facilities and
related closing costs was $10.5 million resulting in a gain of $3.6 million on the sale of the properties. The gain
was deferred and is being recognized over the term of the lease agreements.

In December 2002, we entered into agreements to seil land in Miami, Florida and Toronto, Canada to
developers who will build-to-suit terminal warehouse facilities and lease them back to us upon completion of the
facilities. The purchase price of the Miami land was $9.8 million, which equaled its carrying value. The Miami
land was originally purchased by EGL from James R. Crane, Chief Executive Officer of EGL. See note 20 of the
notes to our consolidated financial statements. The purchase price of the Toronto land was $4.8 million and the
carrying value was $4.4 million resulting in a gain of $358,000, which was deferred and is being recognized over
the term of the lease agreement. In the third quarter of 2002, we recorded an impairment charge of $500,000
related to a management decision not to use certain architectural design plans for the proposed Toronto building.
The Miami facility was completed in November 2003. The terms of the Miami lease agreement include average
monthly lease payments of $196,000 for 125 months with options to extend the initial term for up to an additional
120 months. The Toronto facility was completed in March 2004. The terms of the Toronto lease agreement
include average monthly lease payments of approximately $110,000 for 185 months with options to extend the
initial term for up to an additional 120 months.

On March 31, 2002, we entered into a transaction whereby we sold our San Antonio, Texas property with
a net book value of $2.5 million to an unrelated party for $2.5 million, net of closing costs. One of our
subsidiaries subsequently leased the property for a term of 10 years, with options to extend the initial term for up
to 23 years. Under the terms of the lease agreement, the quarterly lease payment is approximately $85,000, which
amount is subject to escalation based on increases in the Consumer Price Index. A loss of $42,000 on the sale of
this property was recognized in the first quarter of 2002.

On December 31, 2001, we terminated an operating lease agreement relating to our corporate
headquarters facility in Houston, Texas and purchased the property covered by this agreement for $8.1 million. In
connection with the termination of the lease agreement and the purchase of the property, we entered into a
transaction whereby we sold this property and certain other properties in Houston and Denver owned by us with a
net book value of $17.2 million to an unrelated party for $18.6 million, net of closing costs of $771,000. Mr.
Crane also conveyed his ownership in a building adjacent to the Houston facility directly to the buyer and
received $5.8 million in proceeds. Mr. Crane’s investment in the building was approximately $5.8 million. One
of our subsidiaries then leased these properties for a term of 16 years, with options to extend the initial term for up
to 15 years. Under the terms of the new lease agreement, the quarterly lease payment is approximately $865,000,
which amount is subject to escalation after the first two years based on increases in the Consumer Price Index. A
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gain of $641,000 on the sale of the properties was deferred and is being recognized over the term of the lease
agreement. The future lease payments for each of these transactions are included in the table of future minimum
lease payments in note 18 of the notes to our consolidated financial statements.

Capital expenditures. We are in the process of developing and implementing computer system solutions
for operational, human resources and financial systems. As of December 31, 2003 and 2002, we had capitalized
approximately §47.2 million related to the development of these systems. Once placed into service, depreciation
related to the systems is charged on a straight line basis over the expected useful life of the software. During
2003, $18.4 million of this software was placed into service. As of December 31, 2003, $28.8 million of this
software was under development and was not being depreciated. Our expected capital expenditures for 2004 are
approximately $35 to $40 million, including approximately $30 to $35 million for information technology
development and upgrades.

Miami Air. Please read “Certain Relationships and Related Party Transactions—Investment in Miami Air
International, Inc.” for information on our investment in Miami Air, including Miami Air’s efforts to renegotiate
its loan obligations and lease commitments with its creditors given the status of the airline industry as a result of
the events of September 11 and the weak economy.

Share repurchase program. In August 2002, our Board of Directors authorized the repurchase of up to
$15.0 million in value of our outstanding common stock. Under this authorization, which expired on December §,
2002, we repurchased 920,200 shares for a total of $10.0 million. In February and March 2004, our Board of
Directors authorized the repurchase of up to $65.0 million in value of our outstanding common stock. From
February 25 to March 3, 2004, we purchased 936,000 shares of our common stock for approximately $15.0
million using available cash. We intend to purchase up to an additional $50.0 million of EGL common stock
during 2004, depending on market conditions and other factors.

Stock options. As of December 31, 2003, we had outstanding non-qualified stock options to purchase an
aggregate of 5.3 million shares of common stock at exercise prices equal to the fair market value of the underlying
common stock on the dates of grant (prices ranging from $8.09 to $33.81). At the time a non-qualified stock
option is exercised, we will generally be entitled to a deduction for federal and state income tax purposes equal to
the difference between the fair market value of the common stock on the date of exercise and the option price. As
a result of exercises in 2003 and 2002 of non-qualified stock options to purchase an aggregate of 324,000 and
72,000 shares of common stock, we are entitled to a federal income tax deduction of approximately $1.4 million
and $539,000, respectively. We have recognized a reduction of our federal and state income tax liability of
approximately $474,000 and $198,800 in 2003 and 2002, respectively. Accordingly, we recorded an increase to
additional paid-in capital and a reduction to current taxes payable. Any exercises of non-qualified stock options in
the future at exercise prices below the then fair market value of the common stock may also result in tax
deductions equal to the difference between those amounts. There is uncertainty as to whether the exercises will
occur, the amount of any deductions, and our ability to fully utilize any tax deductions.

Disclosures About Contractual Obligations and Commercial Commitments
A summary of payments due by period of our contractual obligations and commercial commitments as of

December 31, 2003 are shown in the table below (in thousands). A more complete description of these
obligations and commitments is included in the notes to our consolidated financial statements.
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Less than 1-3 4-5 After §

Contractual Obligations Total 1 Year Years Years Years
Long-term debt (Note 9)...... $ 123,187 $ 11,322 $ 108,295 $ 3,275 S 295
Other liabilities ........c.cov... 65,010 56,729 3,265 646 4,370
Capital lease obligations

(Note 18) v 2,511 864 1,300 341 6
Operating leases (Note 18).. 413,308 74,567 106,775 70,586 161,380
Total contractual

obligations........ccoceevcnn $ 604,016 $ 143,482 $ 219,635 $ 74,848 $ 166,051

In addition to the contractual obligations above, as of December 31, 2003, we have payments of up to
§5.1 million and $4.0 million contingently payable during 2004 and 2005, respectively, related to business
acquisitions. See note 3 of the notes to the consolidated financial statements,

Certain Relationships and Related Party Transactions
Aircraft usage payments

James R. Crane, our Chairman of the Board and Chief Executive Officer, holds interests in two entities
(one of which is 50% owned and one of which is wholly owned by Mr. Crane) that lease passenger aircraft to us.
From time to time, our employees use these aircraft in connection with travel associated with our business, for
which we make payments to those entities. Under our arrangement with Mr. Crane during the period from
January 1, 2001 through July 31, 2001, we reimbursed Mr. Crane for approximately $100,000 per month in
monthly lease obligations for a total of $800,000. In August 2001, we revised our agreement with Mr. Crane
whereby we are now charged for actual usage of the aircraft on an hourly basis at market rates and are billed on a
periodic basis. During the period August 1, 2001 through December 31, 2001, we reimbursed Mr. Crane
approximately $49,000 for hourly usage of the aircraft. During the years ended December 31, 2003 and 2002, we
reimbursed Mr. Crane $621,000 and $1.2 million, respectively, for actual hourly usage of the aircraft.

Investment in Miami Air International, Inc.

In July 2000, we purchased 24.5% of the outstanding common stock of Miami Air International, Inc., a
privately held domestic and international passenger charter airline headquartered in Miami, Florida, for
approximately $6.3 million in cash. Our primary objective for engaging in the transaction was to develop a
business relationship with Miami Air in order to obtain access to an additional source of reliable freight charter
capacity. In the transaction, certain stockholders of Miami Air sold 82% of the aggregate number of outstanding
shares of Miami Air common stock to private investors, including EGL, James R. Crane and Frank J. Hevrdejs, a
member of our Board of Directors. Mr. Crane purchased 19.2% of the outstanding common stock for
approximately $4.7 million in cash and Mr. Hevrdejs purchased 6.0% of the outstanding common stock for
approximately $1.5 million in cash.

In connection with the Miami Air investment, Miami Air and EGL entered into an aircraft charter
agreement whereby Miami Air agreed to convert certain of its passenger aircraft to cargo aircraft and to provide
aircraft charter services to us for a three-year term. In addition, we caused a standby letter of credit to be issued in
favor of certain creditors for Miami Air to assist Miami Air in financing the conversion of its aircraft. Miami Air
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agreed to pay us an annual fee equal to 3.0% of the face amount of the letter of credit and to reimburse us for any
payments made by us in respect to the letter of credit.

There were previously four aircraft subject to the aircraft charter agreement. During 2001, we paid
Miami Air approximately $11.8 million under the aircraft charter agreement for use of four 727 cargo airplanes
under an aircraft, crew, maintenance and insurance, or ACMI, agreement. The payments were based on market
rates in effect at the time the lease was entered into. In late February 2002, EGL and Miami Air mutually agreed
to ground one of these aircraft because of the need for maintenance on that plane. During the first four months of
2002, there were three aircraft subject to the aircraft charter agreement and we paid approximately $6.1 million
related to this agreement. In May 2002, EGL and Miami Air mutually agreed to cancel the aircraft charter
agreement for the three planes as of May 9, 2002 and we agreed to pay $450,000 for services rendered in May
2002 and aircraft repositioning costs.

The weak economy and events of September 11, 2001 significantly reduced the demand for cargo plane
services, particularly 727 cargo planes. As a result, the market value of these planes declined dramatically.
Miami Air made us aware that the amounts due Miami Air’s bank (which are secured by seven 727 planes) were
significantly higher than the market value of those planes. In addition, Miami Air had outstanding operating
leases for 727 and 737 airplanes at above current market rates, including two planes that were expected to be
delivered in 2002. Throughout the fourth quarter of 2001 and the first quarter of 2002, Miami Air was in
discussions with its bank to obtain debt concessions on the seven 727 planes, to buy out the lease on a 727 cargo
plane and to reduce the rates on the 737 passenger planes. Miami Air had informed us that its creditors had
indicated a willingness to make concessions. In May 2002, we were informed that Miami Air’s creditors were no
longer willing to make concessions and that negotiations with its creditors had reached an impasse and no
agreement appeared feasible. During the first quarter of 2002, we increased our investment in Miami Air
$509,000 for our 24.5% share of Miami Air’s first quarter 2002 results of operations, then we recognized an other
than temporary impairment of the entire carrying value of our $6.7 million investment in Miami Air. In addition,
we recorded an accrual of $1.3 million for our estimated exposure on the outstanding funded debt and letters of
credit supported by the standby letter of credit. During the third quarter of 2002, Miami Air informed us that
certain of its creditors had made certain concessions and, following negotiations initiated during the fourth quarter
of 2003, Miami Air replaced $2.3 million of outstanding letters of credit with restricted cash during the first
quarter of 2004, effectively removing our obligation for those outstanding letters of credit. In December 2003, we
recorded a credit $1.3 million, reversing our accrual for our estimated exposure on the outstanding letters of
credit. As of December 31, 2003, Miami Air had a $3.0 million letter of credit facility and $2.3 million in letters
of credit outstanding, including the $1.3 million of outstanding letters of credit replaced with restricted cash in
2004. As of December 31, 2003, we had $3.0 million of standby letters of credit in support of Miarmi Air’s letter
of credit facility.

Miami Air, each of the private investors and the continuing Miami Air stockholders also entered into a
stockholders agreement in July 2000 under which Mr. Crane (Chairman and CEO of EGL) and Mr. Hevrdejs (a
director of EGL) were obligated to purchase up to approximately $1.7 million and $500,000, respectively, worth
of Miami Air’s Series A preferred stock upon demand by the Board of Directors of Miami Air. EGL and Mr.
Crane both have the right to appoint one member of Miami Air’s Board of Directors. Additionally, the other
private investors in the stock purchase transaction, including Mr. Hevrdejs, collectively have the right to appoint
one member of Miami Air’s Board of Directors. As of December 31, 2003, directors appointed to Miami Air’s
Board include a designee of Mr. Crane, Mr. Elijio Serrano (EGL’s Chief Financial Officer) and three other
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unrelated parties. The Series A preferred stock was issued in December 2002, when all investors were called
upon by the board of directors of Miami Air to purchase their preferred shares. The Series A preferred stock (1) is
not convertible, (2) has a 15.0% annual dividend rate and (3) is subject to mandatory redemption in July 2006 or
upon the prior occurrence of specified events. The original charter transactions between Miami Air and us were
negotiated with Miami Air’s management at arms length at the time of our original investment in Miami Air.
Miami Air’s pre-transaction Chief Executive Officer has remained in that position and as a director following the
transaction and together with other original Miami Air investors, remained as substantial shareholders of Miami
Air. Other private investors in Miami Air have participated with our directors in other business transactions
unrelated to Miami Air.

Miami land purchase

Our operations in Miami, Florida were located in three different facilities. In order to increase operational
efficiencies, we acquired land to be used as the site for a new facility to consolidate our Miami operations. We
acquired the land in August 2002 from a related party entity controlled by Mr. Crane for $9.8 million in cash,
including acquisition costs of $131,000. This parcel of land had been previously identified by us as the most
advantageous property on which to consolidate our Miami operations. We entered into negotiations on the land
and reached agreement with the seller on terms. However, given the downturn in the economy and our weakening
financial condition at that point in time, we elected to delay purchasing this property until our financial condition
tmproved. On July 10, 2001, Mr. Crane purchased the land in anticipation of reselling the land to EGL. Our
Audit Committee, consisting of five independent directors, engaged in an analysis and discussion regarding
whether it was in the best interest of EGL to enter into a purchase agreement to purchase this particular tract of
land from Mr. Crane. The Audit Committee’s analysis included, but was not limited to, obtaining an independent
appraisal of the land, reviewing a comparative properties analysis performed by an outside independent real estate
company and performing a cost benefit analysis for several different alternatives. Based upon the data obtained
from the analysis, the Audit Committee determined the best alternative for EGL, in its opinion, was for the
Company to purchase the property from Mr. Crane. The Audit Committee then made a recommendation to our
Board of Directors, which includes six independent directors, to purchase this land at Mr. Crane’s purchase price
plus carrying costs, which was lower than the current market value. In August 2002, our Board of Directors
unanimously approved the purchase, with Mr. Crane abstaining from the vote. Construction of the new Miami
facility was completed in November 2003 and we are consolidating our Miami operations at the new facility.

EGL Subsidiaries in Spain and Portugal

In April 1999, Circle sold a 49% interest in two previously wholly-owned subsidiaries in Spain and
Portugal to Peter Gibert, who relocated to Barcelona, Spain. Mr. Gibert currently serves as the managing director
of both subsidiaries and was one of our directors in 2000 and 2001 and resigned from our Board of Directors in
May 2002.

Circle’s outside advisors determined the methodology for determining the value of the subsidiaries, which
was deemed to be fair by an independent valuation expert. The agreed purchase price was $1.3 million, paid one-
third at closing, and the balance to be paid in equal installments 18 and 36 months following closing. The two
installment payments were evidenced by a promissory note bearing interest at six percent (6%) and secured by a
pledge of Mr. Gibert’s interest in the subsidiaries. The loan was paid in full during 2002.
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In addition, the purchase agreement provides Mr. Gibert with the right at his option to require Circle, and
now EGL, to purchase his interest in the subsidiaries at a price based on the same valuation methodology. After
December 31, 2005 (or earlier under certain circumstances), we have the right to require Mr. Gibert to sell his
entire interest in the subsidiaries at a price based on the valuation methodology.

Consulting agreement

In connection with Mr. Gibert stepping down as Chief Executive Officer of Circle and relocating to Spain
in 1999, Mr. Gibert entered into a consulting agreement with Circle pursuant to which he agreed to provide sales,
marketing, strategic planning, acquisition, training and other assistance as reasonably requested wherever Circle
has operations, other than in the United States, Spain and Portugal. The consulting agreement provided for annual
compensation in the first year of $375,000 and annual compensation in the second and third years of $275,000 per
year. The consulting agreement, which originally was effective from January 1, 1999 to December 31, 2001 also
prohibited Mr. Gibert, directly or indirectly, from competing against Circle during the term of the consulting
agreement, plus six months thereafter.

Upon returning to Circle as Interim Chief Executive Officer in May 2000, Mr. Gibert agreed to suspend
the term of the consulting agreement from May 2000 to November 2000 while he served as Interim Chief
Executive Officer of Circle. The original term of the consulting agreement was then extended until May 31,
2004. '

Source One Spares

Mr. Crane is a director and 24.9% shareholder of Source One Spares, Inc., a company specializing in the
“just in time” delivery of overhauled flight control, actuation and other rotable airframe components to
commercial aircraft operators around the world. In May 1999, we began subleasing a portion of our warehouse
space in Houston, Texas and London, England to Source One Spares pursuant to a five-year sublease, which was
terminated in early 2002. Following termination of the sublease, we subleased the warehouse to Source One on a
month to month basis. Rental income was approximately $95,000 and $30,000, respectively, for the years ended
December 31, 2003 and 2002. During 2003 and 2002, we billed Source One Spares approximately $7,000 and
$133,000, respectively, for freight forwarding services.

Seasonality

Historically, our operating results have been subject to a limited degree to seasonal trends when measured
on a quarterly basis. Typically, our first fiscal quarter is weaker when compared to our other fiscal quarters of the
corresponding year. The seasonality of our business is a result of a variety of factors, including holiday seasons,
consumer demand, economic conditions and other factors beyond our control. We cannot accurately forecast
many of these factors, nor can we estimate accurately the relative influence of any particular factor. As a result,
there can be no assurance that historical patterns, if any, will continue in future periods.
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Critical Accounting Policies and Estimates

Use of estimates

The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates that affect the amounts reported in the financial statements and
accompanying notes. Management considers many factors in selecting appropriate operational and financial
accounting policies and controls, and in developing the assumptions that are used in the preparation of these
financial statements. Management must apply significant judgment in this process. Among the factors, but not
fully inclusive of all factors that may be considered by management in these processes are:

» the range of accounting policies permitted by accounting principles generally accepted in the United
States of America,

* management’s understanding of the company’s business — both historical results and expected future
results,

» the extent to which operational controls exist that provide high degrees of assurance that all desired
information to assist in the estimation is available and reliable or whether there is greater uncertainty
in the information that is available upon which to base the estimate,

* expectations of the future performance of the economy - domestically, globally and within various
sectors that serve our principal customers and suppliers of goods and services,

= expected rates of change, sensitivity and volatility associated with the assumptions used in developing
estimates, and

* whether historical trends are expected to be representative of future trends.

The estimation process often times may yield a range of potentially reasonable estimates of the ultimate
future outcomes and management must select an amount that lies within that range of reasonable estimates —
which may result in the selection of estimates which could be viewed as conservative or aggressive by others —
based upon the quantity, quality and risks associated with the variability that might be expected from the future
outcome and the factors considered in developing the estimate. Management attempts to use its business and
financial accounting judgment in selecting the most appropriate estimate, however, actual amounts could and will
differ from those estimates.

Revenue recognition

Revenues and freight consolidation costs are recognized at the time the freight departs the terminal of
origin, one of the permissible methods authorized by Emerging Issues Task Force (EITF) Issue No. 91-9,
“Revenue and Expense Recognition for Freight Services in Process.” This method generally results in
recognition of revenues and gross profit earlier than methods that do not recognize revenues until proof of
delivery is received. Customs brokerage and other revenues are recognized upon completing the documents
necessary for customs clearance or completing other fee-based services. Revenues recognized as an indirect air
carrier or an ocean freight consolidator includes the direct carrier’s charges to us for carrying the shipment.
Revenues recognized in other capacities includes only the commission and fees received. In January 2002, EITF
Issue No. 01-14, “Income Statement Characterization of Reimbursements Received for ‘Out of Pocket’ Expenses
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Incurred” was effective for us. This issue clarified certain provisions of EITF No. 99-19, “Reporting Revenue
Gross as a Principal versus Net as an Agent,” and among other things established when reimbursements are
required to be shown gross as opposed to net. We report the costs of certain reimbursed incidental activities on a
gross basis in revenues and cost of transportation.

We derive our revenues from three principal sources: air freight forwarding, ocean freight forwarding,
and customs brokerage, import and logistics services.

Air and ocean freight forwarding. As a non-asset based carrier, we do not own transportation assets.
Instead, we generate the majority of our air and ocean freight revenues by purchasing transportation services from
direct (asset-based) carriers and reselling those services to our customers as an indirect carrier. Additionally, we
generate air freight and ocean freight forwarding revenues to a lesser extent as an authorized cargo sales agent.

As an indirect carrier, we obtain shipments from our customers, consolidate shipments bound for a
particular destination, determine the routing, select the direct carrier and tender each consolidated lot as a single
shipment to the direct carrier for transportation to a distribution point. We issue a House Airway Bill (HAWB) or
a House Ocean Bill of Lading (HOBL) to customers as the contract of carriage. In tum, when the freight is
physically tendered to a direct carrier, we receive a contract of carriage known as a Master Airway Bill for air
freight shipments and a Master Ocean Bill of Lading for ocean shipments. We are the direct point of contact for
service fulfillment and resolving any service failures or claims for lost or damaged freight resulting from either
our or the direct carriers’ actions. In addition, if we do not collect from our customers, we are still responsible for
paying the direct carrier.

Due to the high volume of freight we manage, we generally obtain lower rates from the direct carriers
than the rates we charge our customers for individual shipments. This rate differential is the primary source of
our air and ocean freight net revenues. We have complete discretion in selecting the means, route and procedures
to be followed in the handling, transportation and delivery of freight. We select the direct carrier that will provide
the most economical routing in an effort to maximize net revenues.

Revenues related to shipments where we act as an indirect carrier are reported based on the gross amount
billed to the customer and include the charges for carrying the shipments. Based upon the terms in the contract of
carriage, revenues are recognized at the time the freight is tendered to the direct carrier at origin. Costs related to
the shipments are also recognized at this time.

As an authorized cargo sales agent of most airlines and ocean shipping lines, we also arrange for
transportation of individual shipments and receive a commission from the airline or ocean shipping line for
arranging the shipments. When acting in this capacity, we do not consolidate shipments or have responsibility for
shipments once they have been tendered to the carrier. Therefore, revenues include only the commissions and
fees received. These revenues are recognized upon completion of the services.

Customs brokerage and other services. Customs brokerage and import services involve providing
services at destinations, such as helping customers clear shipments through customs by preparing required
documentation, calculating and providing for payment of duties and other taxes on behalf of the customers as well
as arranging for any required inspections by governmental agencies and arranging for delivery. We also offer a
range of logistics services, distribution and materials management services, international insurance services,
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global project management services and trade facilitation services. Revenues include the fees received for these
services and are recognized upon completion of the services.

Allowance for doubtful accounts

Our allowance for doubtful accounts is determined using a combination of factors based on the expected
ultimate recovery of trade receivables. We maintain a bad debt reserve for all customers based on a variety of
factors, including the length of time receivables are past due, general and specific economic trends, significant
one-time events and historical customer collection experience. Also, we record additional reserves for individual
accounts when we become aware of a customer’s inability to meet its financial obligations to us, such as in the
case of bankruptcy filings or deterioration in the customer’s operating results or financial position. Trade
receivables include disbursements made by us on behalf of our customers for transportation costs and customs
duties. As the billings to customers for these disbursements may be several times the amount of revenues and
fees derived from these transactions, the inability to collect such amounts could result in losses greater than the
revenues recognized when such billings were recorded. If circumstances related to customers change, our
estimates of the allowance for doubtful accounts would be further adjusted.

Computer software

Certain costs related to the development or purchase of internal-use software are capitalized and
amortized over the estimated useful life of the software. Costs related to the preliminary project stage, data
conversion and the post-implementation/operation stage of a software development project are expensed as
incurred. On retirement or sale of assets, the cost of such assets and accumulated depreciation are removed from
the accounts and the gain or loss, if any, is credited or charged to income.

We have incurred substantial costs during the periods presented related to a number of information
systems projects that were being developed over that time period. Inherent in the capitalization of those projects
are the assumptions that after considering the technological and business issues related to their development, such
development efforts will be successfully completed and that benefits to be provided by the completed projects
will exceed the costs capitalized to develop the systems. Management believes that all projects capitalized at
December 31, 2003 will be successfully completed and will result in benefits recoverable in future periods.

Goodwill and other intangibles

Goodwill represents the excess of purchase price over the fair value of net assets acquired. Goodwill is a
residual amount and is determined after numerous estimates are made regarding the fair value of assets and
liabilities included in a business combination, and therefore, indirectly affected by management’s estimates and
judgments. We review goodwill for impairment annually and whenever events or changes in circumstances
indicate the carrying value of an asset may not be recoverable in accordance with SFAS No. 142, “Goodwill and
Other Intangible Assets.” The provisions of SFAS No. 142 require that a two-step impairment test be performed
on goodwill. In the first step, we compare the fair value of each reporting unit to its carrying value. Our reporting
units are consistent with the geographic divisions identified in note 21 of the consolidated financial statements in
Item 8. We determine the fair value of our reporting units based on the present value of estimated future cash
flows. If the fair value of the reporting unit exceeds the carrying value of the net assets assigned to that unit,
goodwill is not impaired and we are not required to perform further testing. If the carrying value of the net assets
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assigned to the reporting unit exceeds the fair value of the reporting unit, then we must perform the second step in
order to determine the implied fair value of the reporting unit’s goodwill and compare it to the carrying value of
the reporting unit’s goodwill. If the carrying value of the reporting unit’s goodwill exceeds its implied fair value,
then we must record an impairment loss equal to the difference.

The income approach, which we use to estimate the fair value of our reporting units is dependent on a
number of factors including estimates of future market growth and trends; forecasted revenue, costs, cash flows
and capital expenditures, and the timing thereof; appropriate discount rates; tax rates and other variables. We
base our fair value estimates on assumptions we believe to be reasonable, but which are unpredictable and
inherently uncertain. Actval future results may differ from those estimates. In addition, we make certain
assumptions to allocate shared assets, liabilities and overhead costs to calculate the carrying values for each of our
reporting units.

Impairment of assets

Substantial judgment is necessary in the determination as to whether an event or circumstance has
occurred that may trigger an impairment analysis and in determination of the related cash flows from the asset.
Estimating cash flows related to long-lived assets is a difficult and subjective process that applies historical
experience and future business expectations to revenues and related operating costs of assets. Should impairment
appear to be necessary, subjective judgment must be applied to estimate the fair value of the asset, for which there
may be no ready market, which oftentimes results in the use of discounted cash flow analysis and judgmental
selection of discount rates to be used in the discounting process. If we determine an asset has been impaired
based on the projected undiscounted cash flows of the related asset or the business unit over the remaining
amortization period, and if the cash flow analysis indicates that the carrying amount of an asset exceeds related
undiscounted cash flows, the carrying value is reduced to the estimated fair value of the asset or the present value
of the expected future cash flows.

Merger and restructuring

We have engaged in merger and restructuring actions which require our management to utilize significant
estimates related to future lease obligations for duplicate facilities, expenses for severance and other employee
separation costs and costs for termination of joint venture/agency agreements. Management makes significant
estimates, including the amount of sublease income we will recover for future lease obligations on duplicate
facilities. Should the actual amounts differ from our estimates, the amount of the restructuring charges could be
materially impacted. See note 4 of the consolidated financial statements in Item 8 for a full description of our
merger and restructuring actions.

Taxes on earnings

Our effective tax rate includes the impact of certain undistributed foreign earnings for which no U.S.
taxes have been provided because such earnings are planned to be reinvested indefinitely outside the United
States. Material changes in our estimates of cash, working capital and long-term investment requirements could
impact our effective tax rate.
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We recorded a valuation allowance to fully reserve our deferred tax assets generated from certain state
and foreign net operating losses. We considered our historical performance, forecasted taxable income and other
factors in determining the sufficiency of our valuation allowance. Objective factors, such as current year and
previous year net operating loss utilization, were give substantially more weight than management’s outlook for
future utilization. Management believes we should generate sufficient taxable income to utilize a substantial
portion of our net operating loss carry forwards before their expiration. However, until such time as a pattern of
sufficient profitability in these jurisdictions for income tax purposes is established, we will not recognize tax
benefits on net operating losses. We also have deferred tax assets for certain foreign and other federal tax credits
which management believes will be fully realized in the future based on current year utilization of foreign tax
credits and management’s outlook for future utilization. In order to realize our deferred tax assets, we must be
able to generate sufficient taxable income in the specific tax jurisdictions to offset the deferred tax assets. In the
event we were to determine that we would not be able to realize all or part of our net deferred tax assets in the
future, an adjustment to the deferred tax assets would be charged to earnings in the period such determination is
made. If we later determine or are able to realize the deferred tax assets for the state or foreign net operating
losses our valuation allowance could be reversed.

Our federal income tax returns from fiscal years 2000 to 2001 are currently subject to audit by the Internal
Revenue Service. Management believes it has filed such returns in accordance with applicable tax laws in effect
at the time. However, there is no assurance that such audits will not result in future adjustments.

Other critical accounting policies

See note 1 of the notes to our consolidated financial statements for further information on our critical
accounting policies and the judgment made in their application.

ITEM 7A. Quantitative and Qualitative Disclosures about Market Risk

Our cash flows and net income are subject to fluctuations due to changes in exchange rates. We attempt
to limit our exposure to changing foreign exchange rates through operational actions. We provide services to
customers in locations throughout the world and, as a result, operate with many functional currencies including
the key currencies of North America, Latin America, Asia, the South Pacific and Europe. This diverse base of
local currency costs serves to partially counterbalance the effect of potential changes in the value of our local
currency denominated revenues and expenses. Short-term exposures to changing foreign currency exchange rates
are related primarily to intercompany transactions. The duration of these exposures is minimized through the use
of an intercompany netting and settlement system that settles the majority of intercompany obligations two times
per month. We use short term foreign exchange forward contracts on a limited basis to minimize exposures to
exchange rates on recorded receivables and payables. The value of foreign exchange forward contracts was not
significant at December 31, 2003 or 2002.

As of December 31, 2003, we had no amounts outstanding under our line of credit. Our lease payments
on certain financed facilities are tied to market interest rates. At December 31, 2003, a 10% rise in the base rate

for these financing arrangements would not have a material impact on operating income in 2004.

We have not purchased any material futures contracts nor have we purchased or held any material
derivative financial instruments for trading purposes during 2003. In December 2002, we entered into a contract
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for the purpose of hedging the costs of a portion of our anticipated jet fuel purchases for chartered aircraft during
the following twelve months. The fair value of the jet fuel swap contract was a gain of approximately $421,000 at
December 31, 2002. The jet fuel swap contract matured in November 2003. See note 15 of the notes to our
consolidated financial statements. In April 2001, we entered into a two-year interest rate swap agreement, which
was designated as a cash flow hedge, to reduce our exposure to fluctuations in interest rates on $70 million of our
LIBOR-based revolving credit facility or any substitutive debt agreements we enter into. In December 2001, we
issued $100 million of 5% convertible subordinated notes due December 15, 2006. The proceeds from these
_notes substantially retired the LIBOR-based debt outstanding under the then-existing revolving credit agreement.
The interest rate on the convertible notes is fixed; therefore, the variability of the future interest payments was
eliminated. The swap agreement no longer qualified for cash flow hedge accounting and was undesignated as of
December 7, 2001. The fair value of the interest rate swap agreement was a loss of approximately $730,000 at
December 31, 2002. The interest rate swap agreement expired in April 2003.

ITEM 8. Financial Statements and Supplementary Data
The response to this item is submitted in a separate section of this report.

ITEM Y. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure
None.

ITEM 9A. Controls and Procedures

The Company’s management, with the participation of its Chief Executive Officer and Chief Financial
Officer, has evaluated the effectiveness of the Company’s disclosure controls and procedures (as defined in Rules
13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended (the “Exchange Act™)) as of the
end of the period covered by this report (the “Evaluation Date”). Based on this evaluation, the Chief Executive
Officer and Chief Financial Officer concluded as of the Evaluation Date that the Company’s disclosure controls
and procedures were effective to ensure that the information required to be disclosed by the Company in the
reports filed or submitted by it under the Exchange Act (i) is recorded, processed, summarized and reported
within the time periods specified in the rules and forms of the Securities and Exchange Commission and (ii} is
accumulated and communicated to the Company’s management, including its Chief Executive Officer and Chief
Financial Officer, as appropriate to allow timely decisions regarding required disclosure.

PART III
ITEM 10. Directors and Executive Officers of the Registrant

The information required by this item is incorporated by reference to information under the caption
“Proposal 1-—Election of Directors” and to the information under the caption “Section 16(a) Reporting
Delinquencies” in our definitive Proxy Statement (the “2004 Proxy Statement”) for our annual meeting of
shareholders to be held on May 18, 2004. The 2004 Proxy Statement will be filed with the Securities and
Exchange Commission not later than 120 days subsequent to December 31, 2003.
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Code of Ethics

We have adopted a code of business conduct and ethics for directors, officers (including our Chief
Executive Officer, Chief Financial Officer and Chief Accounting Officer) and employees, known as the Code of
Conduct. Anyone may, without charge, upon request, receive a copy of the Code of Conduct from:

EGL, Inc.

Attention: Investor Relations
15350 Vickery Drive
Houston, TX 77032

(281) 618-3100

Pursuant to Item 401(b) of Regulation S-K, the information required by this item with respect to our
executive officers is set forth in Part [ of this report.

ITEM 11. Executive Compensation

The information required by this item is incorporated herein by reference to the 2004 Proxy Statement,
which will be filed with the SEC not later than 120 days subsequent to December 31, 2003.

ITEM 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder A
Matters

The information required by this item is incorporated herein by reference to the 2004 Proxy Statement,
which will be filed with the SEC not later than 120 days subsequent to December 31, 2003.

Equity Compensation Plans

The following table sets forth information about EGL’s common stock that may be issued under all of our
existing equity compensation plans as of December 31, 2003 (shares in thousands):

Number of securities

Number of securities to Weighted-average remaining available for
be issued upon exercise exercise price of future issuance under
of outstanding options, outstanding options, equity compensation
warrants and rights (2) warrants and rights (3) plans (4)

Equity compensation plans
approved by security holders (1)..... 5,307 $ 19.67 7,555
Equity compensation plans not
approved by security holders .......... - - -
Total.iicei e 5,307 $ 19.67 7,555

(1) These plans include the EGL Long-Term Incentive Plan, the EGL Employee Stock Purchase Plan and the
EGL 1995 Non-Employee Director Stock Plan.

(2) Includes 469,200 shares of EGL common stock to be issued upon the exercise of outstanding options
assumed in connection with the acquisition of Circle International Group, Inc. at a weighted average
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exercise price of $22.15, which options were originally issued under one of the following Circle plans:
the 1982 Stock Option Plan, the 1990 Stock Option Plan, the 1994 Omnibus Equity Incentive Plan, the
1999 Stock Option Plan and the Employee Stock Purchase Plan. No additional awards may be granted
under the Circle plans. Also excludes shares of EGL common stock issuable under the EGL Employee
Stock Purchase Plan.

(3) Excludes restricted stock.

(4) Includes 355,000 shares of EGL common stock remaining available for future issuance under the EGL

Employee Stock Purchase Plan and excludes securities to be issued upon exercise of outstanding options,
warrants and rights.

ITEM 13. Certain Relationships and Related Transactions

The information required by this item is incorporated herein by reference to the 2004 Proxy Statement,
which will be filed with the SEC not later than 120 days subsequent to December 31, 2003.

ITEM 14. Principal Accountant Fees and Services

The information required by this item is incorporated by reference to the 2004 Proxy Statement, which
will be filed with the SEC not later than 120 days subsequent to December 31, 2003.

PART IV
ITEM 15. Exhibits, Financial Statement Schedules, and Reports on Form 8-K

(a)(1)Financial Statements

Item ' Page
TRAEK oo ettt e et b e etbbeeettbeentaeanraaeenaeeeans F-1
Report of Independent AUAIEOTS .......cccoooiiiiiiiiieieeie ettt ettt sne e snennees F-2
Consolidated Balance Sheets as of December 31, 2003 and 2002 ..........coovvvoviivieieeciiee e, F-3
Consolidated Statements of Operations for the Years Ended

December 31, 2003, 2002 and 200 ......ooooiiiiiiioiiie ettt F-4
Consolidated Statements of Cash Flows for the Years Ended

December 31, 2003, 2002 and 2001 .......coviiiiiiiiie et et F-5
Consolidated Statements of Stockholders” Equity for the Years Ended ’

December 31, 2003, 2002 and 20071 .......oooiiiiiie et F-7
Notes to Consolidated Financial Statements ... ....oceuieiiiieiiiieeecc ettt F-8

(a)(2)Reports on Form 8-K

in a Current Report on Form 8-K filed on November 11, 2003, we furnished under Item 9 (pursuant to
Item 12) information regarding our financial results for the quarter ended September 30, 2003.
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In a Current Report on Form 8-K filed on October 27, 2003, we furnished under Item 9 (pursuant to Item
12) information regarding guidance for the quarter ended September 30, 2003.

(a)(3)Financial Statement Schedules

All schedules for which provision is made in the applicable regulations of the Commission have been
omitted because they are not required under the relevant instructions or because the required information is given
in the consolidated financial statements or notes thereto.

(a)(4)Exhibits

Exhibit Number Description
*3.1 Second Amended and Restated Articles of Incorporation of EGL, as amended (filed as

Exhibit 3(i) to EGL’s Form 8-A/A filed with the Securities and Exchange Commission on
September 29, 2000 and incorporated herein by reference).

*3.2 Statement of Resolutions Establishing the Series A Junior Participating Preferred Stock of
EGL (filed as Exhibit 3(ii) to EGL’s Form 10-Q for the fiscal quarter ended June 30, 2001
and incorporated herein by reference).

*33 Amended and Restated Bylaws of EGL, as amended (filed as Exhibit 3(ii) to EGL’s Form
10-Q for the fiscal quarter ended June 30, 2000 and incorporated herein by reference).

*4.1 Rights Agreement dated as of May 23, 2001 between EGL, Inc. and Computershare
Investor Services, L.L.C., as Rights Agent, which includes as Exhibit B the form of Rights
Certificate and as Exhibit C the Summary of Rights to Purchase Common Stock (filed as
Exhibit 4.1 to the EGL’s Form 10-Q for the fiscal quarter ended September 30, 2001 and
incorporated herein by reference).

*4.2 Indenture dated December 7, 2001 between EGL and JPMorgan Chase Bank, as trustee
(filed as Exhibit 4.1 to EGL’s Current Report on Form 8-K filed on December 10, 2001
and incorporated herein by reference).

*43 First Supplemental Indenture dated December 7, 2001 between EGL and JPMorgan Chase
Bank, as trustee (filed as Exhibit 4.2 to EGL’s Current Report on Form 8-K filed on
December 10, 2001 and incorporated herein by reference).

*4.4 Form of 5% Convertible Subordinated Note due December 15, 2006 (filed as Exhibit 4.3 to
EGL’s Current Report on Form 8-K filed on December 10, 2001 and incorporated herein
by reference).

*4.5 Registration Rights Agreement dated December 7, 2001 between EGL and Credit Suisse
First Boston Corporation (filed as Exhibit 4.4 to EGL’s Current Report on Form 8-K filed
on December 10, 2001 and incorporated herein by reference).
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Exhibit Number

##10.1

+%10.2

*10.3

1%10.4

*10.5

7*10.6

+#10.7

+%10.8

*10.9

*10.10

*10.11A

*10.11B

Description

Long-Term Incentive Plan, as amended and restated effective July 26, 2000 (filed as
Exhibit 10(ii} to EGL’s Quarterly Report on Form 10-Q for the quarter ended
September 30, 2000 and incorporated herein by reference).

1995 Non-employee Director Stock Option Plan (filed as Exhibit 10.2 to EGL’s
Registration Statement on Form S-1, Registration No. 33-97606 and incorporated herein by
reference).

401(k) Profit Sharing Plan (filed as Exhibit 10.3 to EGL’s Registration Statement on Form
S-1, Registration No. 33-97606 and incorporated herein by reference).

Circle International Group, Inc. 1994 Omnibus Equity Incentive Plan (filed as Exhibit
10.11 to Annual Report on Form 10-K of Circle (SEC File No. 0-8664) for the fiscal year
ended December 31, 1993 and incorporated herein by reference).

Amendment No. 1 to Circle International Group, Inc. 1994 Omnibus Equity Incentive Plan
(filed as Exhibit 10.11.1 to Annual Report on Form 10-K of Circle (SEC File No. 9-8664)
for the fiscal year ended December 31, 1995 and incorporated herein by reference).

Circle International Group, Inc. Employee Stock Purchase Plan (filed as Exhibit 99.1 to the
Registration Statement on Form S-8 of Circle (SEC Registration No. 333-78747) filed on
May 19, 1999 and incorporated herein by reference).

Circle International Group, Inc. 1999 Stock Option Plan (filed as Exhibit 99.1 to the Form
S-8 Registration Statement of Circle (SEC Registration No. 333-85807) filed on August
24, 1999 and incorporated herein by reference).

Form of Nongqualified Stock Option Agreement for Circle International Group, Inc. 2000
Stock Option Plan (filed as Exhibit 4.8 to Post-Effective Amendment No. 1 on Form S-8 to
Registration Statement on Form S-4 (SEC Registration No. 333-42310) filed on October 2,
2000 and incorporated herein by reference).

Shareholders’ Agreement dated as of October 1, 1994 among EGL and Messrs. Crane,
Swannie, Seckel and Roberts (filed as Exhibit 10.4 to EGL’s Registration Statement on
Form S-1, Registration No. 33-97606 and incorporated herein by reference).

Form of Indemnification Agreement (filed as Exhibit 10.6 to EGL’s Registration Statement
on Form S-1, Registration No. 33-97606 and incorporated herein by reference).

Credit Agreement dated December 20, 2001 between EGL and Bank of America, N.A.,
and the other financial institutions named therein (filed as Exhibit 10.11A to EGL’s
Annual Report on Form 10-K from the fiscal year ended December 31, 2001 and
incorporated herein by reference).

First Amendment to Credit Agreement dated March 7, 2002 between EGL and Bank of
America, N.A., and the other financial institutions named therein (filed as Exhibit 10.11B
to EGL’s Annual Report on Form 10-K for the fiscal year ended December 31, 2001 and
incorporated herein by reference).
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Exhibit Number

*10.11C

*10.12

T*10.13

+#10.14

¥%10.15

#10.16

*10.17A

*10.17B

+%10.18

+%10.19

+%10.20

Description

Consent and Second Amendment to Credit Agreement dated October 14, 2002 between
EGL and Bank of America, N.A., and the other financial institutions named therein (filed:
as Exhibit 10.1 to EGL’s Quarterly Report on Form 10-Q for the quarter ended September
30, 2002 and incorporated herein by reference).

Employment Agreement dated as of October 1, 1996 between EGL and James R. Crane
(filed as Exhibit 10.7 to EGL’s Annual Report on Form 10-K for the fiscal year ended
September 30, 1996 and incorporated herein by reference).

Employment Agreement dated as of September 24, 1998 between EGL and John C.
McVaney (filed as Exhibit 10.9 to EGL’s Annual Report on Form 10-K for the fiscal year
ended September 30, 1998 and incorporated herein by reference).

Employment Agreement dated as of May 19, 1998 between EGL and Ronald E. Talley
(filed as Exhibit 10.10 to EGL’s Annual Report on Form 10-K for the fiscal year ended
September 30, 1998 and incorporated herein by reference).

Employment Agreement dated as of October 19, 1999 between EGL and Elijio Serrano
(filed as Exhibit 10.11 to EGL’s Annual Report on Form 10-K for the fiscal year ended
September 30, 1999 and incorporated herein by reference).

Employee Stock Purchase Plan, as amended and restated effective July 26, 2000 (filed as
Exhibit 10(iii) to EGL’s Quarterly Report on Form 10-Q for the quarter ended
September 30, 2000 and incorporated herein by reference).

Lease Agreement dated as of December 31, 2001 between iStar Eagle LP, as landlord, and
EGL Eagle Global Logistics, LP, as tenant (filed as Exhibit 10.17A to EGL’s Annual
Report on Form 10-K for the fiscal year ended December 31, 2001 and incorporated herein
by reference).

Guaranty dated as of December 31, 2001 among iStar Eagle LP, EGL Eagle Global
Logistics, LP and EGL, Inc. (filed as Exhibit 10.17B to EGL’s Annual Report on Form 10-
K for the fiscal year ended December 31, 2001 and incorporated herein by reference).

Consulting Agreement dated as of January 1, 1999 between Zita Logistics, Ltd. and Circle
International European Holdings Limited (filed as Exhibit 10.4.3 to Circle’s Annual Report
on Form 10-K for the fiscal year ended December 31, 1998 and incorporated herein by
reference).

Executive Deferred Compensation Plan (filed as Exhibit 10.2 to EGL’s Quarterly Report
on Form 10-Q for the quarter ended September 30, 2002 and incorporated herein by
reference).

Amendment Number 1 to 1995 Non-Employee Director Stock Option Plan (filed as
Exhibit 10.4 to EGL’s Quarterly Report on Form 10-Q for the quarter ended September 30,
2002 and incorporated herein by reference).
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Exhibit Number

*10.21

*10.22

*10.23

*10.24

*10.25

*10.26

*10.27

*10.28

+10.29

12

21

Description

Agreement for Purchase and Sale of Real Property, dated September 17, 2002, by and
between MacFarlan Holdings, Ltd., as buyer, and EGL, Inc., as seller (filed as Exhibit
10.22 to EGL’s Annual Report on Form 10-K for the fiscal year ended December 31, 2002
and incorporated herein by reference).

Lease Agreement for real property in Austin, Texas, dated as of November 13, 2002, by
and between EGL Texas Partners, L.P., as landlord, and EGL Eagle Global Logistics, LP,
as tenant (filed as Exhibit 10.23 to EGL’s Annual Report on Form 10-K for the fiscal year
ended December 31, 2002 and incorporated herein by reference).

Lease Agreement for real property in Grapevine, Texas, dated as of November 13, 2002,
by and between EGL Texas Partners, L.P., as landlord, and EGL Eagle Global Logistics,
LP, as tenant (filed as Exhibit 10.24 to EGL’s Annual Report on Form 10-K for the fiscal
year ended December 31, 2002 and incorporated herein by reference).

Lease Agreement for real property in South Bend, Indiana, dated as of December 20, 2002,
by and between South Bend Partners, LP, as landlord, and EGL Eagle Global Logistics,
LP, as tenant (filed as Exhibit 10.25 to EGL’s Annual Report on Form 10-K for the fiscal
year ended December 31, 2002 and incorporated herein by reference).

Agreement for Purchase and Sale of Real Property, dated as of December 15, 2002, by and
between McMillan Investment Company, Ltd., as buyer, and EGL Eagle Global Logistics,
LP, as seller (filed as Exhibit 10.26 to EGL’s Annual Report on Form 10-K for the fiscal
year ended December 31, 2002 and incorporated herein by reference).

Lease Agreement dated as of December 20, 2002, by and between McMillan/Miami LLC,
as landlord, and EGL Eagle Global Logistics, LP, as buyer (filed as Exhibit 10.27 to EGL’s
Annual Report on Form 10-K for the fiscal year ended December 31, 2002 and
mncorporated herein by reference).

Agreement for Purchase and Sale of Real Property, dated as of December 30, 2002 by and
between Giffels Development Inc., as buyer, and EGL Eagle Global Logistics (Canada)
Corp., as seller (filed as Exhibit 10.28 to EGL’s Annual Report on Form 10-K for the fiscal
year ended December 31, 2002 and incorporated herein by reference).

Lease Agreement, dated as of December 30, 2002, by and between Giffels Development
Inc.,-as landlord, and EGL Eagle Global Logistics (Canada) Corp., as tenant (filed as
Exhibit 10.29 to EGL’s Annual Report on Form 10-K for the fiscal year ended December
31, 2002 and incorporated herein by reference).

Form of Retention Agreement between EGL and certain executive officers (filed as Exhibit
to EGL’s Annual Report on Form 10-K for the fiscal year ended December 31, 2003).

Ratio of Earnings to Fixed Charges (filed as Exhibit to EGL’s Annual Report on Form 10-
K for the fiscal year ended December 31, 2003).

Subsidiaries of EGL (filed as Exhibit to EGL’s Annual Report on Form 10-K for the fiscal
year ended December 31, 2003).
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Exhibit Number

23.1

311

31.2

32

Description

Consent of PricewaterhouseCoopers LLP (filed as Exhibit to EGL’s Annual Report on
Form 10-K for the fiscal year ended December 31, 2003).

Certification of Chief Executive Officer pursuant to Rule 13a-14(a)/15(d)-14(a) of the
Securities Exchange Act of 1934, as amended, as adopted pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002 (filed as Exhibit to EGL’s Annual Report on Form 10-K for
the fiscal year ended December 31, 2003).

Certification of Chief Financial Officer pursuant to Rule 13a-14(a)/15(d)-14(a) of the
Securities Exchange Act of 1934, as amended, as adopted pursuant to Section 302 of
Sarbanes-Oxley Act of 2002 (filed as Exhibit to EGL’s Annual Report on Form '10-K for
the fiscal year ended December 31, 2003).

Certifications of Chief Executive Officer and Chief Financial Officer pursuant to 18 U.S.C.
1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (filed as
Exhibit to EGL’s Annual Report on Form 10-K for the fiscal year ended December 31,
2003).

* Incorporated by reference as indicated.
T Management contract or compensatory plan or arrangement required to be filed as an exhibit pursuant to the requirements
of Item 14(c) of Form 10-K.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant
has caused this report to be signed on our behalf by the undersigned, thereunto duly authorized.

EGL, INC.

By: /s/ James R. Crane
James R. Crane
Chairman and
Chief Executive Officer

Date: March 15, 2004

Pursuant to the requirements of the Securities and Exchange Act of 1934, this report has been signed
below by the following persons on behalf of the registrant and in the capacities and on the dates indicated.

Name Capacity Date
/s/ James R. Crane Chairman and Chief Executive Officer March 15, 2004

James R. Crane (Principal Executive Officer)

/s/ Elijio V. Serrano Chief Financial Officer March 15, 2004

Elijio V. Serrano (Principal Financial and Accounting Officer)

/s/ Michael Jhin Director March 15, 2004
Michael JThin
/s/ Frank J. Hevrdejs Director March 15, 2004

Frank J. Hevrdejs

/s/ Neil E. Kelley Director March 15, 2004

Neil E. Kelley

/s/ Rebecca A. McDonald Director March 15, 2004

Rebecca A. McDonald

/s/ Paul William Hobby Director March 15, 2004
Paul William Hobby
/s/ James C. Flagg Director March 15, 2004

James C. Flagg

/s/ Milton Carroll Director March 15, 2004

Milton Carroll
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Report of Independent Auditors

To the Board of Directors and Stockholders
of EGL, Inc.:

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of
operations, stockholders’ equity and cash flows present fairly, in all material respects, the financial position of
EGL, Inc. and its subsidiaries at December 31, 2003 and 2002, and the results of their operations and their cash
flows for each of the three years in the period ended December 31, 2003 in conformity with accounting principles
generally accepted in the United States of America. These financial statements are the responsibility of the
Company’s management; our responsibility is to express an opinion on these financial statements based on our
audits. We conducted our audits of these statements in accordance with auditing standards generally accepted in
the United States of America, which require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements, assessing the accounting
principles used and significant estimates made by management, and evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

As discussed in note 7 to the consolidated financial statements, the Company changed its method of accounting
for goodwill and other intangible assets on January 1, 2002.
PricewaterhouseCoopers LLP

Houston, Texas
March 15, 2004
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EGL, Inc.
Consolidated Balance Sheets
December 31, 2003 and 2002

2003 2002
ASSETS (in thousands, except par values)
Current assets:
Cash and cash equivalents.........ccooeecvreiiinccnicncn e e e $ 95,916 $ 111,477
Restricted Cash ...o.viveeiiiieieee e 13,567 7,806
Short-term investments and marketable securities ............c.ece.n.e. 543 12
Trade receivables, net of allowance of $12,342 and $13,717........ 447,353 371,024
Other T8CEIVADBIES....ccvviieeiiiee ettt aeeanes 19,453 13,213
Deferred taX @SSEL....coiviiieierrieirieieiecei e r e cre e eeesaresesreens 10,710 6,228
Income tax receivable... 2,349 3,811
Other CUITENTS ASSEIS....ueiiiveiieeiieieieeecrieeenreerreeseseireseeteessaseearnnes 24,363 32,952
TOtal CUITENT ASSELS...evuiivieeireiririieierieerereeirentiesrrscreeeeransaerreene 614,254 546,523
Property and equipment, net.... 164,038 158,214
Assets held for sale. ..o - 644
Investments in unconsolidated affiliates 38,957 40,042
Goodwill 96,209 81,881
Deferred income taxes 3,624 5,327
OTREr ASSEIS, NEL ..viveviiieiiiiieererireetri e e e e eireeesteeserasseartresereesesetseanates 27,156 13,087
TOTAL @SSELS ...evieriieieii et iiete ettt sses e b st e et re et ares $ 944,238 $ 845,718
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Trade payables and accrued transportation COStS...........c.cvesreece $ 268,354 b 224,132
Accrued salaries and related COStS......vvoovviiiricisiininaens 41,470 31,218
Accrued restructuring, merger and integration costs 6,474 9,038
Current portion of long-term notes payable...........ccococcincinn 11,322 13,730
Income taxes PAYADIE ... iciiiiaiiiiiii it enaerareeesseesceteeaseses 269 2471
Accrued selling, general and administrative expenses
and other Habilities .......ociviviiiii i ineaeeereasts s sessaescsessasseasenes 56,729 58,981
Total current liabilities 384,618 339,570
Deferred INCOME tAXES. . ciiiiiieeiiieeieirreesraeereeesnessseeassassasessnesssassssessns 10911 3,720
Long-term notes payable..........ovviin e 111,865 107,330
Other noncurrent liabilities 15,448 9,705
Total HAbIlItIeS .viiveeeieeer et 522,842 460,325
MINOTILY IIEIESES 1ueviiciverireie et ernierne e e etnres e eseie s 6,300 8,852
Commitments and contingencies (Notes 10, 17, 18 and 19)
Stockholders’ equity:
Preferred stock, $0.001 par value, 10,000 shares authorized, no
shares issued
Common stock, $0.001 par value, 200,000 shares authorized,
48,415 and 48,091 shares issued; 47,432 and 47,054 shares
OULSEANAING ... evevireecet ittt reaes 48 48
Additional paid-in capital ........ocooviriiiiiie e 153,051 148,682
Retained earmings ....ccocovvceinreriinirerenes et cens e 298,091 274,146
Accumulated other comprehensive 0SS ..oo.ooeviiiiiiec e, (19,601) (28,566)
Unearned COMPENSAtion ...oo..ooviviiirerereieretseseeesrore s saereeseeeenan (156) -
Treasury stock, 983 and 1,037 shares held......c.ococooniiicnnn (16,837) (17,769)
Total stockholders” equity .....ocoivivcriirre e 414,596 376,541
Total liabilities and stockholders’ equity.........ccccovcrreiviriveieirnes 3 944,238 $ 845,718

The accompanying notes are in integral part of these financial statements.
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EGL, Inc.
Consolidated Statements of Operations
Years Ended December 31, 2003, 2002 and 2001

2003 2002 2001
(in thousands, except per share amounts)

REVEIUES veivviiiiiiieieiiieeee et eete e st ettt etn e e e eieesse e raean $ 2,171,732 $ 1,869,333 $ 1,860,749
Cost of transportation ..........cc.oveevveeieierireeseireseesreeeneereons 1,436,480 1,197,201 1,216,566
NEETEVENUES .vvoevrveevnireeeesncessneesseencssene s esescs e 735,252 672,132 644,183
Operating expenses:

Personnel COStS ......cvvvvviviirincenieiciiiineriereserinere s veecesvrens 416,565 370,817 383,211

Other selling, general and administrative expenses ...... 275,337 274,878 294,488
EEOC legal settlement (NOte 17) occovcrrevrcninecinnnennn (1,415) - 10,089
Air Transportation Safety Stabilization Grant (Note 2).... - (8,923) -
Merger related transaction, restructuring and integration

COSES (NOLE 4.t - 5,688 13,964
Operating income (10S5).......ccoveevevenicrieeerieesreensee e 44,765 29,672 (57,569)
Nonoperating expense, net (Note 16) .....cocvvevicrveinniens 6,249 14,556 8,442
Income (loss) before provision (benefit) for income

BBXES 1t reveearerreetereesreceraraeerarecaneaar e beree s reseesraeentssaessanes 38,516 15,116 (66,011)
Provision (benefit) for income taxes.........cceeveeerreerinnnn e 14,571 5,895 (25,834)
Income (loss) before cumulative effect of change in

accounting for negative goodwill........ccoceeerivrerrinnnnne 23,945 9,221 (40,177)
Cumulative effect of change in accounting for negative

OOAWIE (INOLE 7).vviveiiicer e ereae e - 213 -
Net inCome (10SS)..veveouireerieir et ese e 3 23,945 3 9,434 3 (40,177)
Basic earnings (loss) per share before cumulative effect

of change in accounting for negative goodwill............. $ 0.51 3 0.19 $ (0.84)
Cumulative effect of change in accounting for negative

OOAWIlL....coiiiiiiiiic - 0.01 -
Basic earnings (loss) per share $ 0.51 $ 0.20 $ (0.84)
Basic weighted-average common shares outstanding....... 47,204 47,610 47,558
Diluted earnings (loss) per share before cumulative

effect of change in accounting for negative goodwill ... $ 0.50 $ 0.19 $ (0.84)
Cumulative effect of change in accounting for negative

goodwill......c..ccco..e.. ettt et e - 0.01 -
Diluted earnings (10ss) per share............coccvvecerverniencrnnnn. $ 0.50 3 0.20 $ (0.84)
Diluted weighted-average common shares outstanding..... 47,481 47811 47,558

The accompanying notes are an integral part of these financial statements.

F-4




«

EGL, Inc.
Consolidated Statements of Cash Flows
Years Ended December 31, 2003, 2002 and 2001

2003 2002 2001
(in thousands)

Cash flows from operating activities:

Net income (1088) ..vivrviveeriiieiiiee et 3 23,945 $ 9,434 $ (40,177
Adjustments to reconcile net income (loss) to net cash
provided by operating activities: .
Depreciation and amortization...........coeccervrveirecneicnenenas 31,190 30,527 33,033
Impairment 0f 8SSELS......ceoreiiiiermrriicre v 163 635 (497)
Bad debt eXpense.........ooeovvoiviicnie e 7,162 7,669 13,629
Amortization of unearned compensation... 29 635 803
Deferred income tax expense (benefit)........cocceeevvienrrnneens 4,531 1,365 (10,895)
Amortization of debt issuance costs .....ooeivieveeiiiinienn, 2,243 2,078 1,279
Interest capitalization ..........coceeeeeviieeriens (1,453) (986) (834)
Tax benefit of stock options exercised 474 196 2,956
Recognition in earnings of net deferred loss
OIL SWAPS 1t eecimeraeeenene et e se et et 462 1,518 -
Unrealized gain on derivatives ......c...ccouceorrrereecconnencnns (685) (1,298) -
Cumulative effect of change in accounting
for negative goodwill.....c.ccoveiiiiniiiiniin - (213) -
Impairment of investment in an unconsolidated
AfILIALE «.oovvcc s - 6,653 -
Gain on sales 0f ASSELS . ..oveceriiriiieire s (1,824) (89) (2,657)
Equity in (earnings) losses of affiliates........cc.ococvvrenne 1,533 (814) 3,100
MINOTItY INETESES c.vovveeieiririireee i rec et eeceir e ercnnan 1,248 1,006 313
Transfers to restricted cash.....ccoceeveivnicivieeie v, (5,654) (2,393) (5.413)
OMHET. et e et - - 65
Changes in assets and liabilities, excluding business
combinations:
(Increase) decrease in trade receivables..........cocoecvrereicne (50,848) 1,897 98,726
Increase in other receivables.........cco.oocoiveiveinieneeinne. (4,245) (1,935) (5,309)
(Increase) decrease in other assets and liabilities............. 10,877 2,278 (20,837)
Increase (decrease) in payables and other
accrued Habilities. ..o 21,653 7,114 (28,119)
Decrease in accrual for merger, restructuring and
INEEIAtiON COSES...ovviiiiirieriieeeieeree bt siaecereie e (3,024) (652) (15,600)
Net cash provided by operating activities.................... 37,777 64,625 23,546
Cash flows from investing activities;
Capital expenditires........coooooniriiciiiinei e (27,370) (41,429) (64,866)
Purchase of assets for sale-leaseback transactions... - (11,570) -
Purchase of short-term investments.........c.cevvvnevomnennns (540) - -
Proceeds from sales/maturities of marketable
SECULTLIES .evvvveerieiveeeseeeieeareeseeeesreenrteeraesssaenneesreensseereransen 10 3,430 6,740
Proceeds from sale-leaseback transactions.............cccovee... 1,158 21,487 16,667
Proceeds from sales of property and equipment.................. 2,997 4,544 20,654
Acquisitions of businesses, net of cash acquired................. (21,076) (1,081) (4,637)
Disposal of a consolidated subsidiary.......c.cc.cooceeiecincne - - (819)
Cash received from disposal of an unconsolidated
AFFIHALE v e - 385 3,062
Investment in an unconsolidated affiliate.......cc..occcerncene. (750) - -
Net cash used in investing activities ........c.cccooeveereenee (45,571) (24,234) (23,199)

The accompanying notes are an integral part of these financial statements.
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EGL, Inc.
Consolidated Statements of Cash Flows
Years Ended December 31, 2003, 2002 and 2001

(continued)
2003 2002 2001
(in thousands)
Cash flows from financing activities:
Repayment of notes payable, net.......ccecrvrrerrrncrneannnn $ (3,953) S  (1,407) $  (82,383)
Payments of financed insurance.............c.ccovvvieevncninnns (8,280) - -
Net proceeds from convertible subordinated
debt Offering....oooivrvre e - - 96,875
Issuance of common stock for employee
stock purchase plan.........oocooiveiiniiienn e 540 1,033 1,236
Proceeds from exercise of stock options ......cccceccvevrvererenne 4,102 637 3,319
Repurchases of common stock.......ooooecioininiicinn - (10,014) -
Dividends paid to minority interest partners ............... (214) - -
Cash received from minority interest partners ............ - 301 -
Net cash provided by (used in) financing activities (7,805) (9,400) 19,047
Effect of exchange rate changes on cash........c.cocoonies 38 3,046 (1,955%)
Increase (decrease) in cash and cash equivalents ................... (15,561) 34,037 17,439
Cash and cash equivalents, beginning of the year.................. 111,477 77,440 60,001
Cash and cash equivalents, end of the year.........ccccocoeees 3 95,916 $ 111,477 $ 77,440
Supplemental cash flow information:
Cash paid for INErest.......oveeivei et $ 7,321 3 8,985 $ 8,552
Cash paid for income taxes..........ocooooeeee 12,145 10,756 9,704
Cash received from income tax refund 536 11,540 27,456
Noncash financing and investing transactions:
Issuance of stock for acquisitions ........c...coeccceveecinnceienens - - 5,426
Issuance of notes payable for acquisitions . 10,127 603 -
. Issuance of notes payable for equipment........ 2,633 - -
Financing of insurance premiums................. 1,682 11,428 -
Capital equipment leases initiated as lessee.................. 891 - -
Capital equipment leases initiated as 1880 .......cc.ovveennne 898 - -
Obligation to deliver common stock..........cccoveeeee - - (1,923)
Exchange of investment as payment of a liability ........... - - 2,234
Minimum pension liability adjustment.............occoveeene 3,362 - -

The accompanying notes are an integral part of these financial statements.
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Balance at January 1, 2001 ...
Comprehensive loss:
NEtIosS ..oviiviiiii
Change in value of marketable securities, net ......
Recognition in earnings of net deferred (gain)
on swaps ...
Foreign currency transtation adjustments
Comprehensive loss

Issuance of shares under employee stock

purchase plan ......o.ocooeieriiivi i
Issuance of commeon stock for acquisitions ............
Exercise of stock options and issuance of

restricted stock awards with related tax benefit ...,
Amortization of unearned compensation ...............
Balance at December 31,200t .................ooeen

Comprehensive income:
Net income ...
Recognition in earnings of net deferred loss

on swaps.
Foreign currency translation adjustments
Comprehensive income

Issuance of shares under employee stock
purchase plan ........oiiiiiiii

Exercise of stock options and issuance of
restricted stock awards with related tax benefit ...

Repurchase and retirement of common stock ...

Amortization of unearned compensation .

Balance at December 31,2002 .. ........cooooiiiinnn

Comprehensive income:
Net income ...
Recognition in eamings of net deferred loss

on swaps ...
Minimum pension lability adjustmen
Foreign currency translation adjustments
Comprehensive INCOME ..., vvvvvviiinicinrinnnns

Issuance of shares under employee stock

purchase plan ...
Exercise of stock options and issuance of

restricted stock awards with related tax benefit ...
Amortization of unearned compensation
Balance at December 31, 2003 ...

EGL, Inc.
Consolidated Statements of Stockholders’ Equity
Years Ended December 31, 2003, 2002 and 2001

Accumulated Obligation
Common stock Additional other Treasury stock to deliver
paid-in Retained Comprehensive  comprehensive  Unearned common
Shares Amount capital earnings income {loss) loss p Shares Amount stock Total
{in thousands)
48411 § 48 S 149,803 $ 304,889 $ (27,729) § (1,300) (1,392) & (23867) 8 1,923 § 4037
- - 40,177)  § (40,177) - - - - (40,1
- - @9 29 - - - - ¢
- - - - 2,024) (2,024) - - - 2,0
- - - . (7,263) (7,263) - - (7.2¢
X))
- 29 - - 70 1,207 - 1.2
2,073 - 196 3,353 (1,923) 3,50
528 1 6412 - - (138) - - - 62"
- - - - - 803 - - - 8(
48,939 49 158,317 264,712 (37,045) (635) {1,126) (19,307) - 366,05
- 9434 § 9434 - - - - 943
- - - 1,939 1,939 - - - 1,93
- : 6390 6540 . - : 654
3o
N - (436) - - - 85 1,469 - 1,03
72 - 814 - 4 69 - 88
(920) 1 (10,013) - - - - - (10,014
- - - - - 635 - - - 63:
48,091 48 148,682 274,146 (28,566) - (1,037) {17,769) 376,541
- - - 23945 ¢ 23,945 - - - - 23,945
- - 85 85 - - 85
- - - - (3,362) (3,362) - - - - (3362
. - - 12,242 12,242 - - 12,242
$ 32,910
- - (199) - - 43 739 - 540
324 4,568 - {185) 11 193 - 4,576
- - - - - 29 - - - 29
48415 8 48§ 153,051 $ 298,091 $ (19,601) $ (156) (983) $ (16,837) 3 414,596

The accompanying notes are an integral part of these financial statements
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EGL, Inc.
Notes to Consolidated Financial Statements
December 31, 2003 and 2002

Note 1 — Organization, basis of presentation and summary of significant accounting policies

EGL, Inc. (EGL or the Company) is a leading global transportation, supply chain management and
information services company dedicated to providing flexible logistics solutions on a price competitive basis. The
Company’s services include air and ocean freight forwarding, customs brokerage, local pick up and delivery
service, materials management, warehousing, trade facilitation and procurement and integrated logistics and
supply chain management services. The Company provides services through offices around the world as well as
through its worldwide network of exclusive and nonexclusive agents. In October 2000, the Company merged
with Circle International Group, Inc. (Circle) and expanded its operations to over 100 countries on six continents.
The principal markets for all lines of business are North America, Europe and Asia with significant operations in
the Middle East, South America and South Pacific (see Note 21).

Basis of presentation and principles of consolidation

The accompanying consolidated financial statements inciude EGL, all of its wholly-owned subsidiaries
and investments which the Company controls, through majority ownership or other variable interests. All
significant intercompany balances and transactions have been eliminated in consolidation. Investments in 50% or
less owned affiliates, over which the Company has significant influence, are accounted for by the equity method.
The Company has reclassified certain prior year amounts to conform with the current year presentation.

Use of estimates

The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates that affect the amounts reported in the financial statements and
accompanying notes. Management considers many factors in selecting appropriate operational and financial
accounting policies and controls, and in developing the assumptions that are used in the preparation of these
financial statements. Management must apply significant judgment in this process. Among the factors, but not
fully inclusive of all factors that may be considered by management in these processes are: the range of
accounting policies permitted by accounting principles generally accepted in the United States of America;
management’s understanding of the Company’s business — both historical results and expected future results; the
extent to which operational controls exist that provide high degrees of assurance that all desired information to
assist in the estimation is available and reliable or whether there is greater uncertainty in the information that is
available upon which to base the estimate; expectations of the future performance of the economy, both
domestically, and globally, within various areas that serve the Company’s principal customers and suppliers of
goods and services; expected rates of change, sensitivity and volatility associated with the assumptions used in
developing estimates; and whether historical trends are expected to be representative of future trends. The
estimation process often times may yield a range of potentially reasonable estimates of the ultimate future
outcomes and management must select an amount that lies within that range of reasonable estimates based upon
the quantity, quality and risks associated with the variability that might be expected from the future outcome and
the factors considered in developing the estimate. This estimation process may result in the selection of estimates
which could be viewed as conservative or aggressive by others. Management attempts to use its business and
financial accounting judgment in selecting the most appropriate estimate, however, actual amounts could and will
differ from those estimates.
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EGL, Inc.
Notes to Consolidated Financial Statements
December 31, 2003 and 2002

Cash and cash equivalents

The Company considers all highly liquid investments with original maturities of three months or less to
be cash equivalents. Cash equivalents are carried at cost, which approximates market value.

Restricted cash

As part of the settlement with the EEOC, the Company is required to place certain amounts on deposit in
a financial institution for the Class Fund and Leadership Development Fund. The total amount included in
restricted cash related to the settlement with the EEOC was $9.1 million as of December 31, 2003 (see Note 17).
Additionally, the Company has certain requirements related to security deposits that are restricted from
withdrawal for a specified timeframe and therefore are classified as restricted cash (see Note 10).

Short-term investments and marketable securities

At December 31, 2003 and 2002, the Company had short-term investments in commercial paper,
certificates of deposits, U.S. Treasury Bills and Tax Exempt Municipal Bonds with a carrying value of $543,000
and $12,000, respectively. All outstanding securities at December 31, 2003 mature in less than one year. The
Company invests primarily in high-grade marketable securities. All marketable securities are designated as
available-for-sale securities. Unrealized holding gains or losses have been recorded by the Company as a
component of other comprehensive income and loss at each balance sheet date. As such, changes in the fair value
of available for sale securities, net of deferred taxes, are excluded from income and presented in the stockholders’
equity section of the balance sheet as a component of accumulated other comprehensive loss. As of December 31,
2003 and 2002, these investments are stated at cost, which approximates fair value.

Trade receivables

Management establishes an allowance for doubtful accounts on trade receivables based on the expected
ultimate recovery of these receivables. Management considers many factors including historical customer
collection experience, general and specific economic trends and known specific issues related to individual
customers, sectors and transactions that might impact collectibility. Trade receivables include disbursements
made by EGL on behalf of its customers for transportation costs and customs duties. As the billings to customers
for these disbursements may be several times the amount of revenues and fees derived from these transactions and
are not recorded as revenues and expenses on the Company’s statement of operations, the inability to collect such
amounts could result in losses greater than the revenues recognized when such amounts were believed to be
collectible. Unrecovered trade accounts receivable charged against the allowance for doubtful accounts were $8.2
million, $5.9 million and $15.2 million in 2003, 2002 and 2001, respectively.

Property and equipment
Property and equipment are stated at cost. The cost of property held under capital leases is equal to the
lower of the net present value of the minimum lease payments or the fair value of the leased property at the

inception of the lease. Depreciation is computed principally by the straight-line method at rates based on the
estimated useful lives of the various classes of property. Estimates of useful lives are based upon a variety of

F-9



EGL, Inc.
Notes to Consolidated Financial Statements
December 31, 2003 and 2002

factors including durability of the asset, the amount of usage that is expected from the asset, the rate of
technological change and the Company’s business plans for the asset. Should the Company change its plans with
respect to the use and productivity of property and equipment, it may require a change in the useful life of the
asset or incur a charge to reflect the difference between the carrying value of the asset and the proceeds expected
to be realized upon the asset’s sale or abandonment. Expenditures for maintenance and repairs are expensed as
incurred and significant major improvements are capitalized.

Assets held for sale

The Company classifies assets for which a buyer has been identified or an active program to find a buyer
is in progress as assets held for sale on the consolidated balance sheet. Assets held for sale are not depreciated.

Computer software

Certain costs related to the development or purchase of internal-use software are capitalized and
amortized over the estimated useful life of the software. Costs related to the preliminary project stage, data
conversion and the post-implementation/operation stage of a software development project are expensed as
incurred. Upon retirement or sale of assets, the cost of such assets and accumulated depreciation are removed
from the accounts and the gain or loss, if any, is credited or charged to income.

The Company has incurred substantial costs during 2003, 2002 and 2001 related to a number of
information systems projects that were being developed during that time period. Inherent in the capitalization of
those projects are the assumptions that after considering the technological and business issues related to their
development, such development efforts will be successfully completed and that benefits to be provided by the
completed projects will exceed the costs capitalized to develop the systems. Management believes that all
projects capitalized at December 31, 2003 will be successfully completed and will result in benefits recoverable in
future periods.

Interest capitalization
The Company is in the process of constructing several computer systems for future use. Interest
associated with these assets is capitalized and included in the cost of the asset. The amount capitalized is

calculated based upon the Company’s current incremental borrowing rate and was $1.5 million, $986,000 and
$854,000 for the years ended December 31, 2003, 2002 and 2001, respectively.

Debt issuance costs

The Company capitalizes direct costs incurred to issue debt or modify debt agreements. These costs are
deferred and amortized to interest expense over the term of the related debt or credit facility agreement.

Goodwill and other intangibles

Goodwill represents the excess of purchase price over the fair value of net assets acquired. Goodwill is a
residual amount and is determined after numerous estimates are made regarding the fair value of assets and
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EGL, Inc.
Notes to Consolidated Financial Statements
December 31, 2003 and 2002

liabilities included in a business combination, and therefore, indirectly affected by management’s estimates and
judgments. Prior to January 1, 2002, the Company amortized goodwill and other intangible assets on a straight-
line basis over the period of expected benefit, not exceeding 40 years. In 2002, the Company adopted the
provisions of SFAS No. 141, “Business Combinations,” and SFAS No. 142, “Goodwill and Other Intangible
Assets.” Effective January 1, 2002, the Company no longer amortizes goodwill and indefinite lived intangible
assets but instead tests for impairment at least annually or whenever circumstances indicate a possible
impairment. Finite lived intangible assets are amortized over the period of expected benefit.

SFAS 142 requires that goodwill be tested for impairment using a two-step approach upon
implementation of SFAS 142, annually and when certain circumstances occur. The first step is used to identify
potential impairment by calculating a “fair value” of the reporting unit. The Company’s reporting units for the
purpose of SFAS 142 are its geographic divisions which are: North America, Europe and Middle East, South
America and Asia and South Pacific. The calculated fair value amount in step one is then compared to the
carrying amount of the reporting unit including goodwill. If the fair value of the reporting unit is greater than its
carrying amount, goodwill is not considered impaired and the second step is not required. If the estimated fair
value is less than the carrying value of the assets, a prescribed step two calculation is required to determine the
amount of impairment to be recorded in the Company’s statement of operations.

The Company performed the step one analysis under SFAS 142 to test for goodwill impairment in the
second quarter of 2002 for its initial test and selected October 31 for its annual test date. The Company’s required
assessments of goodwill related to each of its reporting units under step one of SFAS 142 did not indicate an
impairment as of the initial test date, October 31, 2003 or 2002; therefore step two was not required at any of the
testing dates. The estimated fair value calculated and referred to above is an estimate based upon a number of
assumptions. The actual fair value of each reporting unit may vary significantly from its estimated fair value.

Impairment of assets

The Company evaluates fixed assets for impairment if an event or circumstance occurs that triggers an
impairment test. Substantial judgment is necessary in the determination as to whether an event or circumstance
has occurred that may trigger an impairment analysis and in the determination of the related cash flows from the
asset. Estimating cash flows related to long-lived assets is a difficult and subjective process that applies historical
experience and future business expectations to revenues and related operating costs of assets. Should impairment
appear to be necessary, subjective judgment must be applied to estimate the fair value of the asset, for which there
may be no ready market, which oftentimes results in the use of discounted cash flow analysis and judgmental
selection of discount rates to be used in the discounting process. If the Company determines an asset has been
impaired based on the projected undiscounted cash flows of the related asset or the business unit over the
remaining amortization period, and if the cash flow analysis indicates that the carrying amount of an asset exceeds
related undiscounted cash flows, the carrying value is reduced to the estimated fair value of the asset or the
present value of the expected future cash flows.

Foreign currency translation

Assets and liabilities of the Company’s foreign subsidiaries are translated into U.S. dollars at year-end
rates of exchange and income and expenses are translated at average exchange rates during the year. Adjustments
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EGL, Inc.
Neotes te Censolidated Financial Statements
December 31, 2003 and 2002

resulting from translating financial statements into U.S. dollars are reported as cumulative translation adjustments
and are shown as a separate component of other comprehensive income (loss). Gains and losses from foreign
currency transactions are included in net income.

Revenue recognition

Revenues and freight consolidation costs are recognized at the time the freight departs the terminal of
origin, one of the permissible methods authorized by Emerging Issues Task Force (EITF) Issue No. 91-9,
“Revenue and Expense Recognition for Freight Services in Process.” This method generally results in
recognition of revenues and gross profit earlier than methods that do not recognize revenues until a proof of
delivery is received. Customs brokerage and other revenues are recognized upon completing the documents
necessary for customs clearance or completing other fee-based services. Revenues recognized as an indirect air
carrier or an ocean freight consolidator includes the direct carrier’s charges to EGL for carrying the shipment.
Revenues recognized in other capacities includes only the commission and fees received. In January 2002, EITF
Issue No. 01-14, “Income Statement Characterization of Reimbursements Received for ‘Out of Pocket’ Expenses
Incurred” was effective for EGL. This issue clarified certain provisions of EITF No. 99-19, “Reporting Revenue
Gross as a Principal versus Net as an Agent,” and among other things established when reimbursements are
required to be shown gross as opposed to net. The Company reports the costs of certain reimbursed incidental
activities on a gross basis in revenues and cost of transportation.

The Company derives its revenues from three principal sources: air freight forwarding, ocean freight
forwarding, and customs brokerage, import and logistics services.

Air and Ocean Freight Forwarding

As a non-asset based carrier, the Company does not own transportation assets. Instead, the Company
generates the majority of its air and ocean freight revenues by purchasing transportation services from direct
(asset-based) carriers and reselling those services to its customers as an indirect carrier. Additionally, the
Company generates air freight and ocean freight forwarding revenues to a lesser extent as an authorized cargo
sales agent.

As an indirect carrier, the Company obtains shipments from its customers, consolidates shipments bound
for a particular destination, determines the routing, selects the direct carrier and tenders each consolidated lot as a
single shipment to the direct carrier for transportation to a distribution point. The Company issues a House
Airway Bill (HAWB) or a House Ocean Bill of Lading (HOBL) to customers as the contract of carriage. In turn,
when the freight is physically tendered to a direct carrier, the Company receives a contract of carriage known as a
Master Airway Bill for air freight shipments and a Master Ocean Bill of Lading for ocean shipments. The
Company is the direct point of contact for service fulfillment and resolving any service failures or claims for lost
or damaged freight resulting from either the Company’s or the direct carriers’ actions. In addition, if the
Company does not collect from its customers, it is still responsible for paying the direct carrier.

Due to the high volume of freight the Company manages, it generally obtains lower rates from the direct

carriers than the rates the Company charges its customers for individual shipments. This rate differential is the
primary source of the Company’s air and ocean freight net revenues. The Company has complete discretion in
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selecting the means, route and procedures to be followed in the handling, transportation and delivery of freight.
The Company selects the direct carrier that will provide the most economical routing in an effort to maximize net
revenues.

Revenues related to shipments where the Company acts as an indirect carrier are reported based on the
gross amount billed to the customer and include the charges to the Company for carrying the shipments. Based
upon the terms in the contract of carriage, revenues are recognized at the time the freight is tendered to the direct
carrier at origin. Costs related to the shipments are also recognized at this time.

As an authorized cargo sales agent of most airlines and ocean shipping lines, the Company also arranges
for transportation of individual shipments and receives a commission from the airline or ocean shipping line for
arranging the shipments. When acting in this capacity, the Company does not consolidate shipments or have
responsibility for shipments once they have been tendered to the carrier. Therefore, revenues include only the
commissions and fees received. These revenues are recognized upon completion of the services.

Customs Brokerage and Other Services

Customs brokerage and import services involve providing services at destination, such as helping
customers clear shipments through customs by preparing required documentation, calculating and providing for
payment of duties and other taxes on behalf of the customers as well as arranging for any required inspections by
governmental agencies and arranging for delivery. The Company also offers a range of logistics services,
distribution and materials management services, international insurance services, global project management
services and trade facilitation services. Revenues include the fees received for these services and are recognized
upon completion of the services.

Stock-based compensation

At December 31, 2003, the Company has seven stock-based employee compensation plans under which
stock-based awards have been granted. The Company accounts for stock-based awards to employees and non-
employee directors using the intrinsic value method prescribed in Accounting Principles Board No. 25,
“Accounting for Stock Issued to Employees,” and related interpretations. The intrinsic value method used by the
Company generally results in no compensation expense being recorded related to stock option grants made by the
Company because those grants are typically made with option exercise prices equal to fair market value at the
date of option grant. The application of the alternative fair value method under SFAS No. 123, “Accounting for
Stock-Based Compensation” (SFAS 123), which estimates the fair value of the option awarded to the employee,
would result in compensation expense being recognized over the period of time that the employee’s rights in the
options vest. The following table illustrates the pro forma effect on net income (loss) and earnings (loss) per share
if the Company had applied the fair value recognition provisions of SFAS 123 to stock-based employee
compensation. -
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Twelve Months Ended December 31,

2003 2002 2001
(in thousands)
Net income (loss) as reported................ $ 23,945 ) 9,434 $ (40,177

Add: Total stock-based compensation

expense included in net income
C(1088) e 18 387 489
Deduct: Total stock-based

compensation expense determined

under fair value based method for all

awards, net of related tax effects ......... (3,936) (5,967) . (7,585)
Pro forma net income (1088) ......cc.coevv.ee. S 20,027 $ 3,854 $  (47,273)
Earnings (loss) per share:
Basic —~ as reported .......coeeeeveeierenn, $ 0.51 S 0.20 $ (0.84)
Basic ~ pro forma .........ccc.oovvvvenrnnn 0.42 0.08 (0.99)
- Diluted — as reported .........cc.cocennee 0.50 0.20 (0.84)
Diluted — pro forma ........cccovvervencnn 042 0.08 (0.99)

Provision (benefit) for income taxes

The Company accounts for income taxes using the asset and liability method. Deferred tax liabilities and
assets are determined based on temporary differences between the basis of assets and liabilities for income tax and
financial reporting purposes. The deferred tax assets and liabilities are classified according to the financial
statement classification of the assets and liabilities generating the differences. Valuation allowances are
established when necessary based upon the judgment of management to reduce deferred tax assets to the amount
expected to be realized and could be necessary based upon estimates of future profitability and expenditure levels
over specific time horizons in particular tax jurisdictions.

Comprehensive income (loss)

In addition to net income (loss), comprehensive income (loss), includes, as applicable, foreign currency
translation adjustments, minimum pension liability adjustments, unrealized gains and losses on certain
investments in debt and equity securities, the effects of qualifying hedging activities and changes in stockholders’
equity that are not the result of transactions with stockholders. The Company’s components of accumulated other
comprehensive income (loss) are foreign currency translation adjustments and changes in the fair value of
derivative instruments.
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Accumulated other comprehensive loss consists of the following:

As of December 31,
2003 2002
(in thousands)

Cumulative foreign currency translation

adjustment.....o.oovoveieeriree e $  (16,239) 3 (28,481)
Minimum pension liability adjustment ......... (3,362) -
Fair value of jet fuel swap.......c.cvevcvreenneee - 421
Deferred loss on interest rate swap ............... - (506)

$ (19,601 3 (28,566)

Fair value of financial instruments

The fair values presented throughout these financial statements have been estimated using appropriate
valuation methodologies and market information available at December 31, 2003 and 2002. However, ready
trading markets do not exist for all of these items and considerable judgment is required in interpreting market
data to develop estimates of fair value and the estimates presented are not necessarily indicative of the amounts
that EGL could realize in a current market exchange. The use of different market assumptions or estimation
methodologies could have a material effect on the estimated fair values. Additionally, the fair values presented
throughout these financial statements have not been estimated since December 31, 2003. Current estimates of fair
value may differ significantly from the amounts presented. The following method and assumptions were used to
estimate the fair value of each class of financial instruments for which it is practicable to estimate that value:

Cash and cash equivalents, restricted cash, short-term investments and marketable securities — The
carrying amount approximates fair value because of the short maturity of those instruments.

Notes payable — The fair value of the Company’s convertible subordinated notes was estimated based
upon an indicative price quotation of the notes on the balance sheet dates. An indicative price quotation includes
a bid and offer price provided by a market maker for the purpose of evaluation or information. The Company’s
other notes payable approximates fair value as most of the Company’s notes payable have variable interest rates.

Foreign currency forward contracts — The fair value is estimated based on the U.S. dollar equivalent at
the contract exchange rate. Any gain or loss is largely offset by a change in the value of the underlying
transaction, and is recorded as an unrealized foreign exchange gain or loss until the contract maturity date. The
fair value of foreign currency forward contracts as of December 31, 2003 and 2002 is insignificant.

Swap agreements — The fair value of interest rate swaps and jet fuel swaps is the estimated amount that
the Company would receive or pay to terminate the swap agreements at the reporting date, taking into account
current interest rates and jet fuel prices.
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The carrying amounts and estimated fair values of financial instruments (assets and (liabilities)) are as
follows:

Carrying Amount as of Estimated Fair Value as of
December 31, December 31,
2003 2002 2003 2002
(in thousands)

Cash and cash equivalents .......c.cocorecioeicnresenvencenn. $ 95,916 $ 111,477 $ 95,916 $ 111,477
Restricted cash ...c.ocovviviieeirieeecce e 13,567 7,806 13,567 7,806
Short-term investments and marketable securities........ 543 12 543 12
Convertible subordinated notes..........ccoceevveirvienrrenene (100,000) (100,000) (117,313) (110,938)
Notes payable.....ococoeereconivciieeecnne (23,187) (21,060) (23,187) (21,060)
Interest rate swap agreement - (729) - (729)
Jet fuel sSWap agreement........occoveinecerncneieceenenninnes - 421 - 421

Risks and uncertainties

The Company’s operations are influenced by many factors, including the global economy, international
laws and currency exchange rates. The impact of some of these risk factors is reduced by having customers in a
wide range of industries located throughout the world. However, contractions in the more significant economies
of the world (either countries or industrial sectors) could have a substantial negative impact on the rate of the
Company’s growth and its profitability. The availability and affordability of airlift and other transportation
capacity could also significantly influence the Company’s operations. Acts of war or terrorism could influence
these areas of risk and the Company’s operations. Doing business in foreign locations subjects the Company to
various risks and considerations typical to foreign enterprises including, but not limited to, economic and political
conditions in the United States and abroad, currency exchange rates, tax laws and other laws and trade
restrictions.

Concentration of credit risk

The Company’s customers include retailing, wholesaling, manufacturing, -electronics and
telecommunications companies, as well as international agents throughout the world. Management believes that
concentrations of credit risk with respect to trade receivables are limited due to the large number of customers
comprising the Company’s customer base and their dispersion across many different industries and geographic
regions. The Company performs ongoing credit evaluation of its customers to minimize credit risk. The
Company’s investment policies restrict investments to low-risk, highly liquid securities and the Company
performs periodic evaluations of the relative credit standing of the financial institutions with which it deals.

Derivative instruments

The Company recognizes all derivative instruments on the balance sheet at fair value. The accounting for
changes in the fair value of a derivative instrument depends on whether it has been designated and qualifies as
part of a hedging relationship, and further, on the type of hedging relationship. For those derivative instruments
that are designated and qualify as hedging instruments, a company must designate the hedging instrument, based
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upon the exposure being hedged, as either a fair value hedge, cash flow hedge or a hedge of the foreign currency
exposure of a net investment in a foreign operation.

For derivative instruments that are designated and qualify as a fair value hedge, the gain or loss on the
derivative instrument as well as the offsetting gain or loss on the hedged item attributable to the hedged risk are
recognized in current earnings during the period of the change in fair values. For derivative instruments that are
designated and qualify as a cash flow hedge, the effective portion of the gain or loss on the derivative instrument
is reported as a component of other comprehensive income and reclassified into earnings in the same period or
periods during which the hedged transaction affects earnings. The remaining gain or loss on the derivative
instrument in excess of the cumulative change in the present value of future cash flows of the hedged item, if any,
is recognized in current earnings during the period of the interest rate or foreign currency exposure. For
derivative instruments that are designated and qualify as a hedge of a net investment in a foreign operation
currency, the gain or loss is reported in other comprehensive income as part of the cumulative translation
adjustment to the extent it is effective. For derivative instruments not designated as hedging instruments, the gain
or loss is recognized in current earnings during the period of change.

The Company uses derivative financial instruments to reduce its exposure to fluctuations in interest rates,
jet fuel prices and foreign currency exchange rates. The Company formally designates and documents the
financial instrument as a hedge of a specific underlying exposure when it is entered into, as well as the risk,
management objectives and strategies for undertaking the hedge transaction. Derivatives are recorded in the
balance sheet at fair value in either other assets or other liabilities. The earnings impact resulting from the
dertvative instruments is recorded in the same line item within the statement of operations as the underlying
exposure being hedged. The Company also formally assesses, both at inception and at least quarterly thereafter,
whether the derivative instruments that are used in hedging transactions are effective at offsetting changes in
either the fair value or cash flows of the related underlying exposures. The ineffective portion of a derivative
instrument’s change in fair value is recognized in earnings.

New accounting pronouncements

In January 2003, the Financial Accounting Standards Board issued FIN No. 46, “Consolidation of
Variable Interest Entities, an interpretation of ARB 517 (as amended, FIN 46R). The primary objectives of FIN
46R are to provide guidance on the identification of entities for which control is achieved through means other
than through voting rights (“variable interest entities” or “VIEs”) and how to determine when and which business
enterprise should consolidate the VIE (the “primary beneficiary”). This new model for consolidation applies to an
entity in which either (1) the equity investors (if any) do not have a controlling financial interest or (2) the equity
investment at risk is insufficient to finance that entity’s activities without receiving additional subordinated
financial support from other parties. In addition, FIN 46R requires that both the primary beneficiary and all other
enterprises with a significant variable interest in a VIE make additional disclosures. The provisions of FIN 46R
are effective for the Company as of December 31, 2003, with early adoption encouraged. The Company and
certain independent owner-operators lease vehicles from an affiliate of the Company, Ashton Leasing, Ltd.
(Ashton). The Company is a limited partner of Ashton and, prior to the adoption of FIN 46R, used the equity
method to account for its investment in Ashton. The Company adopted FIN 46R effective October 1, 2003 and
consolidated Ashton, which did not have a material impact on the Company’s financial statements.
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Note 2 — Air Transportation Safety and System Stabilization Act

As a result of the terrorist attacks on September 11, 2001, the Federal Aviation Administration (FAA)
immediately suspended all commercial airline flights from September 11, 2001 until September 14, 2001, which
effectively shut down the Company’s air freight forwarding operations. Once the Company resumed air shipment
operations, the passenger load factors on commercial airlines had been severely impacted which caused the
airlines to cancel flights and greatly limited the movement of freight by air, along with increased pricing from the
airlines on the remaining flights.

On September 22, 2001, President Bush signed into law the Air Transportation Safety and System
Stabilization Act (the Act). The Act provides for up to $5 billion in cash grants to qualifying U.S. airlines and
freight carriers to compensate for direct and incremental losses, as defined in the Act, from September 11, 2001
through December 31, 2001, associated with the terrorist attacks. The Department of Transportation (DOT)
makes the final determination of the amount of eligible direct and incremental losses incurred by each airline and
freight carrier. The DOT issued its final rules with respect to the Act on April 16, 2002. The Company filed its
final application for grant proceeds on August 26, 2002. During the third quarter of 2002, the Company received
grant proceeds of $8.9 million from the DOT, and recorded this amount in operating income. The DOT, Congress
or other governmental agencies may perform an additional audit and/or review of the Company’s application. No
assurance can be provided that the results of such audit/review would not result in a refund of a portion of the
grant.

Note 3 — Business combinations

During the year ended December 31, 2001, the Company purchased from its partners a 45% interest in the
Company’s operating subsidiary in Thailand. Prior to the acquisition, the Company owned 55% of this entity and
consolidated it for financial purposes. The purchase consideration for the interest the Company did not previously
own consisted of approximately $4.2 million in cash and $793,000 in notes payable which included $1.3 million
for settlement of the minority interest liability at the acquisition date. The acquisition added to the Company’s
consolidated balance sheet approximately $3.7 million in goodwill.

During the year ended December 31, 2002, the Company purchased the outside ownership of its affiliate
in Argentina. Prior to the acquisition, the Company owned 50% of this entity and accounted for it under the
equity method for financial reporting purposes. The Company also entered into a joint venture agreement with
one of its partners in China. The Company owns 70% of this entity. The purchase consideration for these two
acquisitions consisted of approximately $216,000 in cash and $603,000 in notes payable. These acquisitions
added to the Company’s consolidated balance sheet approximately $603,000 in goodwill and $236,000 in
intangible assets.

In January 2003, the Company acquired Transimpex, SA, an international freight forwarder and customs
broker based in France, for approximately $1.1 million, net of cash acquired. During the fourth quarter of 2003,
the Company acquired the 50% outside ownership in its subsidiary in Turkey in exchange for forgiving
approximately $137,000 in receivables from the former partner. Prior to the acquisition, the Company owned
50% of this entity and accounted for it under the equity method for financial reporting purposes. These
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acquisitions added to the Company’s consolidated balance sheet approximately $333,000 in goodwill and
$818,000 in intangible assets.

In April 2003, the Company acquired substantially all of the operating assets of Miami International
Forwarders (MIF), a privately held international freight forwarder and customs broker based in Miami, Florida.
Aggregate consideration for the acquisition totaled $23.7 million, comprised of $13.7 million in cash and future
payments of $10.0 million in the aggregate, which are payable in two equal payments of $5.0 million in April
2004 and 2005. The purchase agreement for the acquisition provided for additional contingent two-year earnout
payments of up to $8.0 million in the aggregate if certain post-acquisition performance criteria are achieved. The
acquisition added to the Company’s consolidated balance sheet approximately $11.8 million in intangible assets,
$11.7 million in goodwill and $288,000 in net tangible assets.

In April 2003, the Company purchased from one of its partners a 26% interest in the Company’s
operating subsidiary in Singapore. Prior to the acquisition, the Company owned 74% of this entity and
consolidated it for financial reporting purposes. The purchase consideration for the interest the Company did not
previously own consisted of approximately $5.7 million in cash, which included $3.7 million to settle the minority
interest liability at the acquisition date. The acquisition added to the Company’s consolidated balance sheet
approximately $891,000 of intangible assets and $1.1 million of other long-term assets.

The Company recorded each of the acquisitions above using the purchase method of accounting, with the
related results of operations being included in the Company’s consolidated financial statements from the date of
acquisition forward. The pro forma effect on revenues and net income of the Company assuming these
acquisitions were consummated at January 1, 2001 would have been immaterial.

During the years ended December 31, 2003, 2002 and 2001, the Company made earnout payments
totaling $600,000, $865,000 and $3.7 million, respectively, for acquisitions completed in prior years. The earnout
payment in 2001 included $3.5 million in stock and $213,000 in cash. As of December 31, 2003, the Company
has future contingent payments totaling $8.0 million and $1.1 million related to its acquisitions of MIF and of its
subsidiary in Thailand, respectively. Contingent payments for acquisitions are accounted for as adjustments to
goodwill and are recorded at the time that the amounts of the payments are determinable by the Company.

Note 4 — Merger transaction, restructuring and integration costs
Transaction and integration costs

As a result of the merger with Circle in October 2000, the Company incurred integration costs of
approximately $7.6 million in 2001 which included the costs of legal registrations in various jurisdictions,
changing signs and logos at major facilities around the world and other integration costs.
Restructuring charges

In the fourth quarter of 2000, the Company developed a plan (the Plan) to integrate the former EGL and

Circle operations and to eliminate duplicate facilities as a result of the merger. The principal components of the
Plan involved the termination of certain employees at the former Circle headquarters and various international
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locations, elimination of duplicate facilities in the United States and certain international locations including the
Circle headquarters facility, and the termination of selected international joint venture and agency agreements.
With the exception of payments to be made for remaining future lease obligations, the terms of the Plan were
substantially completed as of December 31, 2001.

No charges were recorded for the Plan during the year ended December 31, 2003. The charges incurred
in 2002 and 2001 and the remaining portion of the unpaid accrued charges as of December 31, 2003 and 2002 are
as follows:

Charter
Future lease Termination lease
obligations, Assets not of joint obligation,
net of expected to venture / net of
Severance subleasing be agency subleasing
costs income recoverable agreements income Total
(in thousands)

Accrued liability at

December 31, 2000.......... $ 6,267 $ 10,063 3 - $ 5,212 ) - $ 21,542
New charges .....ccoooevveervcennne 3,345 1,917 - - 2,287 7,549
Revisions to estimates .......... (398) 2,746 (497) (3,000) - (1,149)
Payments. oo eeevvcmiircnmeans (8,301) (7,407) 497 (1,209) (2,287) (18,707)
Accrued liability at

December 31, 2001 ......... 213 7,319 - 1,003 - 9,235
Revisions to estimates ......... - 5,939 - (251) - 5,688
Payments ........covrcerciinnnn, (126) (5,232) - (327 - (5,885)
Accrued liability at

December 31, 2002 ......... 787 8,026 - 225 - 9,038
Payments......o.cveriereenierneane (336) (2,226) - (2) - (2,564)
Accrued liability at

December 31,2003 .......... 3 451 $ 5,800 $ - 8 223 $ $ 6,474

Severance costs

Severance costs were recorded for certain employees at the former Circle headquarters and former Circle
management at certain international locations. The termination of substantially all of the 150 employees included
in the Plan occurred during 2000 and the first quarter of 2001. Severance costs of approximately $3.2 million
were recorded during the year ended December 31, 2001, offset by a credit of $398,000 for favorable negotiation
of certain severance arrangements.

Also, during January 2001 the Company announced an additional reduction in the Company’s workforce
of approximately 125 additional employees. The charge for this workforce reduction was approximately
$100,000 and was recorded during the first quarter of 2001.

Future lease obligations
Future lease obligations consist of the Company’s remaining lease obligations under noncancelable

operating leases at domestic and international locations that the Company has vacated and consolidated due to
excess capacity resulting from the Company having multiple facilities in certain locations. The provisions of the
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Plan included the consolidation of facilities at approximately 80 of the Company’s operating locations. During
the second half of 2001, the Company determined the estimated consolidation dates for several of the remaining
facilities and recorded an additional charge of $1.9 million. All lease costs for facilities being consolidated were
charged to operations until the date that the Company vacated each facility.

Due to the downturn in the real estate market, the Company reviewed its original estimates related to
duplicate facility costs and recorded an additional charge of $5.9 million and $4.7 million in 2002 and 2001,
respectively, based on revised estimates for future recoveries from actual or expected sublease agreements that
were or are expected to be less favorable than anticipated due to the weakened U.S. economy. In addition, during
the fourth quarter of 2001, the Company decided to utilize two of the facilities in its logistics operations as the
Company determined the expected return on operations was greater than the sublease income it could obtain in
these two markets. The $2.0 million reserve established for these facilities was reversed.

Amounts recorded for future lease obligations under the Plan are net of approximately $16.0 million in
anticipated future recoveries from actual sublease agreements and $11.7 million from expected sublease
agreements as of December 31, 2003. Sublease income has been anticipated under the Plan only in locations
where sublease agreements have been executed as of December 31, 2003 or are deemed probable of execution.
The Company’s lease agreements for these facilities expire from 2004 to 2025 and executed sublease agreements
as of December 31, 2003 expire from 2004 to 2012. There is a risk that subleasing transactions will not occur
within the same timing or pricing assumptions made by the Company, or at all, which could result in future
revisions to these estimates.

Assets not expected to be recoverable

During 2000, the Company recorded a charge for assets not expected to be recoverable which primarily
consisted of fixed assets at the various locations that were being consolidated under the Plan and would no longer
be used in the Company's ongoing operations. In 2001, the Company revised this estimate by $497,000 for assets
that were determined to be recoverable since they will continue to be used in operations.

Termination of joint venture/agency agreements

Costs to terminate joint venture/agency agreements represent contractually obligated costs incurred to
terminate selected joint venture and agency agreements with certain of the Company’s former business partners
along with assets that are not expected to be fully recoverable as a result of the Company’s decision to terminate
these agreements. In conjunction with the Plan, the Company completed the termination of joint venture and
agency agreements in Brazil, Chile, Panama, Venezuela, Taiwan and South Africa in 2001. The joint venture
agreements in South Africa and Taiwan were terminated on more favorable terms than originally expected and the
related estimate was revised downward by $3.0 million in 2001. In the fourth quarter of 2002, the Company
reversed an additional $251,000 of this reserve due to more favorable settlements.

Charter lease obligation

In August 2001, the Company negotiated agreements to reduce its exposure to future losses on leased
aircraft. A lease for two of the aircraft was terminated with no financial penalty. The Company subleased five
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aircraft to a third party at rates below the Company’s contractual commitment and recorded a charge of
approximately $2.3 million in the third quarter of 2001 for the excess of the Company’s commitment over the
sublease income through the end of the lease term.

Note 5 — Property and equipment

Property and equipment consist of the following:

Estimated As of December 31,
useful lives 2003 2002
(in thousands)

Land .o A 10,537 $ 10,139
SOftWATE ...oivveiireeieveeeeeceeveet e 1 to 8 years 91,022 69,950
Buildings and improvements................. 5 to 50 years 96,453 92,327
Equipment and furniture ........c.cc.ceeeenne 3to 10 years 134,491 124,980
332,503 297,396
Less — accumulated depreciation........... 168,465 139,182
$ 164,038 $ 158,214

Depreciation expense for 2003, 2002 and 2001 was $29.4 million, $30.4 million and $28.6 million,
respectively.

The Company is in the process of developing and implementing computer system solutions for its
operational, human resources and financial systems. As of December 31, 2003 and 2002, the software balances
above include approximately $28.8 million and $28.7 million, respectively, of capitalized costs for software not
placed in service. During the year ended December 31, 2003, the Company capitalized $18.5 million of
internally-developed software and placed $18.4 million of internally-developed software in service. These
amounts are not depreciated until the software is placed into service.

The Company sold the former Circle headquarters facility in December 2001 for $12.3 million and
recognized a pretax gain of $1.6 million included as a reduction of other selling, general and administrative
expenses in the accompanying consolidated statement of operations.

In December 2001, the Company sold and leased back its corporate headquarters, terminal and warehouse
facilities in Houston and a terminal facility in Denver to an unrelated party. In 2002, the Company sold and
leased back four terminal and warehouse facilities, three of which were constructed under its master operating
synthetic lease agreement. In December 2002, the Company sold land that it held in Miami, Florida and Toronto,
Canada to a developer to develop terminal and warehouse facilities under build-to-suit agreements whereby the
Company leased back the buildings upon their completion. The facility in Miami was completed in November
2003 and the Toronto facility was completed in March 2004, See Note 19 for additional discussion related to the
sale-leaseback agreement.

In December 2002, the Company was required to pay the lease balance and related interest of $15.5

million under a synthetic lease agreement entered into during 1998 by Circle. This lease facility financed the
acquisition, construction and development of a terminal facility located in New York, New York. The land leased
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under this agreement was accounted for as a synthetic operating lease and the building and improvements were
accounted for as a capital lease. As of December 31, 2003 and 2002, the carrying value of the land and property
is included in property and equipment on the consolidated balance sheet.

In addition, in June 2003, the Company consolidated its Boston, Massachusetts facilities, vacating one
facility. In September 2003, the Company sold this property for $2.2 million and recognized a gain of $1.4
million.

Note 6 — Assets held for sale

In November 2002, the Company purchased its terminal facility in Hartford, Connecticut. This facility
was previously financed under its master synthetic lease agreement that became due in November 2002. The
carrying value of this asset was classified as assets held for sale on the Company’s balance sheet as of December
31, 2002. In May 2003, the Company sold this property for $1.2 million and recognized a loss of $37,000. The
property was subsequently leased back to the Company for 11 years at an average monthly rent of $12,000. See
Note 19 for additional discussion related to sale-leaseback agreements.

Note 7 — Goodwill and other intangible assets

The carrying amounts of goodwill by geographic division as of December 31, 2003 and 2002 and changes
in goodwill during the years ended December 31, 2003 and 2002 are as follows:

Asia &
North South Europe & South
America America Middle East Pacific Consolidated
(in thousands)

Balance at January 1, 2002 ..........c..ce.e.. $ 50,002 $ 896 $ 8,364 h) 19,639 $ 78,901
Goodwill acquired during the year....... 268 597 - 603 1,468
Change in accounting for negative

goadWIll....oovivriiiiee - - 213 - 213
Effect of exchange rate changes on
200dWill ..o 5 (109) 873 530 1,299

Balance at December 31, 2002 ................ 50,275 1,384 9,450 20,772 81,881
Goodwill acquired during the year....... 11,661 593 333 - 12,587
Effect of exchange rate changes on

gOOdWill ..o 86 446 981 228 1,741

Balance at December 31, 2003 ............. $ 62,022 $ 2,423 $ 10,764 $ 21,000 $ 96,209

The Company adopted SFAS 141 and SFAS 142 effective January 1, 2002. SFAS 142 requires the
suspension of the amortization of goodwill and certain identifiable intangible assets with an indefinite useful life.
The Company suspended amortization of goodwill effective January 1, 2002 and has one identifiable intangible
asset that has an indefinite useful life.
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The implementation of SFAS 141 required any unallocated negative goodwill to be written off
immediately. Accordingly, the Company recognized approximately $213,000 of negative goodwill as a
cumulative effect of a change in accounting principle in 2002.

The following table shows the pro forma effects for 2001 had goodwill not been amortized during that
year:

Twelve Months
Ended
December 31,
2001
(in thousands, except
per share amounts)

Net 108s, @8 1eported.......ooceeireiriinreiees oo $ (40,177}
Amortization of goodwill, net of taX......ccoocvereeee 2,459
Pro forma net JoSs ..cocccvvereinnriiciiicnecnecena $ (37,718)
Loss per share:

Basic — as reported.......ccoeeinieie i $ 0.84)
Basic — pro forma........ccveiviiniee e (0.79)
Diluted ~ as reported.........ocoevcinvncrnci e (0.84)
Diluted — pro forma...........cocconeiiiniinc e (0.79)

At December 31, 2003 and 2002, the carrying amount of accumulated amortization of goodwill was $17.0
million and $16.2 million respectively. The change in the balance in accumulated amortization from 2002 to
2003 is solely due to exchange rate changes.

Intangible assets are included in other assets, net on the consolidated balance sheets. Intangible assets are
as follows:

As of December 31, 2003 As of December 31, 2002
Gross Gross
Estimated carrying Accumulated carrying Accumulated
useful lives amount amortization amount amortization

(in thousands)

Intangible assets subject to amortization:

Customer LiStS oovvvevenierineeisrnean, 7 years 3 8,062 $ (1,101) $ 464 $ (8%)
Noncompetition agreements ....... 4 years 2,911 (1,600) 1,256 (969)
Proprietary software............oveee. 2 years 69 (26) - -
Agent network .....ocooveeinieiinn, 5 years 1,400 (210) - -
Total. .o 6 years 12,442 (2,937) 1,720 (1,057)

Intangible asset not subject to amortization:

Trade Name ... erereeereee v 3,300 - - -
0 SO $ 15,742 $ (2,937 $ 1,720 $  (1,057)
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Aggregate amortization expense for 2003, 2002 and 2001 was $1.8 million, $164,000 and $417,000,
respectively. The following table shows the estimated future amortization expense for the next five years:

Twelve Months Ended Estimated
December 31, Future Expense
(in thousands)

2004 i $ 1,994
2005 e 1,926
2006 ..o 1,560
2007 e 1,551
2008 i 1,177
Thereafter ....co.ovvvvcvreveinnnn, 1,297

$ 9,505

Note 8 - Investments in unconsolidated affiliates

Investments in net assets of unconsolidated affiliated companies were $39.0 million and $40.0 million as
of December 31, 2003 and 2002, respectively. Our unconsolidated affiliates include a 40% investment in TDS
Logistics, Inc. (TDS), 24.5% investment in Miami Air International, Inc. (Miami Air) and other 50% or less
owned affiliates.

DS

The investment balance in TDS was $38.3 million and $39.9 million as of December 31, 2003 and 2002,
respectively, and includes the excess of purchase price over net assets of $23.7 million and $24.1 million as of
December 31, 2003 and 2002, respectively. In May 2002, the Company sold its 5% interest in TDS Europe SA
for $385,000 and recognized a gain of $402,000. Summarized results of operations and financial position of TDS
are as follows:

Condensed consolidated statement of operations information for TDS:

Twelve Months Ended December 31,

2003 2002 2001
(in thousands)

REVENUES. .. oevi ettt ete ettt et ves et en e eae s S 239,827 $ 196,929 $ 100,690
Operating income (10SS).....eoiveiriiieiiier e 6,806 17,330 (7,736)
Net INCOME (J08S) v i ivierieueereieercntareerereereaereersseercersenseracescrrnenneen (3,610) 696 (4,413)
EGL 40% equity interest in TDS earnings (10S8).occcooeevrerennenn (1,444) 278 (1,765)
Amortization of investment premium and other

AAJUSTITIEIILS ...ttt et er et es e eee e (94) 26 (1,004)
Amount included in EGL nonoperating income

(XPEIISE) vt v ieret s e etsseaees st sat s ese et en s 3 (1,538) $ 304 $ (2,769

TDS reported operating losses in 2003, partially due to a valuation allowance recorded for deferred tax
assets resulting from unfavorable results from TDS’s operations in Belgium.
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Condensed balance sheet information for TDS:

As of December 31,

2003 2002
(in thousands)
CUITENE 8SSETS .oovviivieeiieere et $ 70,730 $ 44,824
Noncutrent assets .....cocveoveeveeivereernnnnn. 79,093 66,136
Current liabilities.........cccooveveveiceeennn. 66,370 41,852
Noncurrent [iabilities ........c..coceevrvenee. 42,397 29,952
Minority interest........coveerivverereceinns 163 163
Stockholders” equity ......cooocvrrveiernnn. 40,894 38,993

In October 2003, the Company caused a standby letter of credit to be issued in favor of a creditor for
TDS. As of December 31, 2003, TDS had a $5.0 million credit facility supported by the Company’s $2.0 million
standby letter of credit and standby letters of credit from other TDS investors. As of December 31, 2003, TDS
had $1.3 million in borrowings outstanding against the facility.

Miami Air

In July 2000, the Company purchased 24.5% of the outstanding common stock of Miami Air, a privately
held domestic and international passenger charter airline headquartered in Miami, Florida, for approximately $6.3
million in cash. The Company’s primary objective for engaging in the transaction was to develop a business
relationship with Miami Air in order to obtain access to an additional source of reliable freight charter capacity.
The Company’s Chairman and Chief Executive Officer and a member of EGL’s Board of Directors also
purchased 19.2% and 6.0% of Miami Air, respectively. See Note 20 for additional information related to Miami
Air.

The weak economy and events of September 11, 2001 significantly reduced the demand for cargo plane
services, particularly 727 cargo planes. As a result, the market value of these planes declined dramatically.
Miami Air informed EGL that the amount due Miami Air’s bank (which is secured by seven 727 planes) was
significantly higher than the market value of those planes. In addition, Miami Air had outstanding operating
leases for 727 and 737 airplanes at above current market rates, including two planes that were expected to be
delivered in 2002. Throughout the fourth quarter of 2001 and the first quarter of 2002, Miami Air was in
discussions with its bank and lessors to obtain debt concessions on the seven 727 planes, to buy out the lease on a
727 cargo plane and to reduce the rates on the 737 passenger planes. Miami Air had informed the Company that
its creditors had indicated a willingness to make concessions. In May 2002, the Company was informed that
Miami Air’s creditors were no longer willing to make concessions and that negotiations with creditors had
reached an impasse and no agreement appeared feasible. As such, in the first quarter of 2002, the Company
recognized an other than temporary impairment of the entire $6.7 million carrying value of its common stock
investment in Miami Air, which included a $509,000 increase in carrying value attributable to EGL’s 24.5% share
of Miami Air’s first quarter 2002 results of operations. In addition, the Company recorded an accrual of $1.3
million for its estimated exposure on the outstanding funded debt and letters of credit supported by a $3.0 million
standby letter of credit guaranteed by the Company. During the third quarter of 2002, Miami Air informed the
Company that certain of its creditors had, in fact, made certain concessions and, following negotiations initiated
during the fourth quarter of 2003, Miami Air replaced $2.3 million of outstanding letters of credit with restricted
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cash during the first quarter of 2004, effectively removing the Company’s obligation for all of Miami Air’s
outstanding letters of credit. In December 2003, the Company reversed the $1.3 million accrual for its estimated
exposure on the outstanding letters of credit. There was no investment balance in Miami Air as of December 31,
2003 and 2002. The Company has not recorded its share of Miami Air’s cumulative income for the period from
April 1, 2002 to December 31, 2003 as Miami Air has an accumulated deficit. Summarized results of operations
and financial position of Miami Air are as follows:

Condensed statement of operations information for Miami Air:

Twelve Months Ended December 31,

2003 2002 2001
(in thousands)
REVEIUES....ovvvireieeiectecteetie ettt ettt es b eae b e s s eereevsnaene e $ 96,839 3 94,992 $ 113,937
Operating income (1088} .....c.ccoeviinenns Cve vttt ettt 5,879 3,227 (4,580)
Income (loss) before change in accounting principle...........ooevce... 8,080 (16,226) (7,380)
Cumulative effect of change in accounting principle..........ccceveene - - 8,667
Net I1COME (L0SS) cvveuiiiiiricriiiiirintireeasseesasairist e eearestessesesaessesaessevas 8,080 (16,226) 1,287
Impairment and letter of credit acCrual .....vvvvcveiieeiierieerceaas 3 1,300 $ (7,954) $ -
EGL 24.5% equity interest in Miami Air earnings............c.coccevvneev, - 509 315
Amortization of investment premium and other adjustments........... - - (292)
Amount included in EGL nonoperating income (expense) .............. $ 1,300 $ (7.445) $ 23
Condensed balance sheet information for Miami Air:
As of December 31,
2003 2002
(in thousands)
CULTENT ASSELS ..ovvvrreireerevievrsireressarssessesensessreessnens $ 19,638 $ 14,295
Noncurrent assets.... 4,934 5,354
Current liabilities..........ccoeennn 16,038 17,068
Noncurrent liabilities 6,102 13,908
Stockholders’ equity (deficit) ......c.occovvverirreinnen 2,432 (11,327)
Note 9 — Notes payable
Notes payable consist of the following amounts:
As of December 31,
2003 2002
(in thousands)
Convertible subordinated notes............c.o........ $ 100,000 $ 100,000
Notes payable........coooevinivienicneicnciee 23,187 21,060
123,187 121,060
Less — current portion........cc.ccoeeenrerneccnnnnee 11,322 13,730
Long-term notes payable........ccoivvrenirnnenns $ 111,865 $ 107,330
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Future scheduled principal payments on debt are as follows (in thousands):

2004, e 3 11,322
2005 e 6,979
2006......ccouiiriirreiirenee e e 101,316
2007 e 2,015
2008 and thereafter..................... 1,555
TOtal e $ 123,187

Convertible subordinated notes

In December 2001, the Company issued $100 million aggregate principal amount of 5% convertible
subordinated notes. The notes bear interest at an annual rate of 5%. Interest is payable on June 15 and December
15 of each year. The notes mature on December 15, 2006. Deferred financing fees incurred in connection with
the transaction totaled $3.2 million and are being amortized over five years as a component of interest expense.

The notes are convertible at any time up to four trading days prior to maturity into shares of EGL
common stock at a conversion price of approximately $17.4335 per share, subject to certain adjustments, which
was a premium of 20.6% of the stock price at the issuance date. This is equivalent to a conversion rate of 57.3608
shares per $1,000 principal amount of notes. Upon conversion, a noteholder will not receive any cash
representing accrued interest, other than in the case of a conversion in connection with an optional redemption.
The shares that are potentially issuable may impact the Company’s diluted earnings per share calculation in future
periods by approximately 5.7 million shares. As of December 31, 2003, the estimated fair value of these notes
was $117.3 million. )

The Company may redeem the notes on or after December 20, 2004 at specified redemption prices, plus
accrued and unpaid interest to, but excluding, the redemption date. Upon a change in control (as defined in the
indenture for the notes), a noteholder may require the Company to purchase its notes at 100% of the principal
amount of the notes, plus accrued and unpaid interest to, but excluding, the purchase date.

The notes are general unsecured obligations of the Company. The notes are subordinated in right of
payment to all of the Company’s existing and future senior indebtedness as defined in the indenture. The
Company and its subsidiaries are not prohibited from incurring senior indebtedness or other debt under the
indenture for the notes. The notes impose some restrictions on mergers and sales of substantially all of the
Company’s assets.

Credit agreement

On January 5, 2001, the Company entered into an agreement with various financial institutions. Effective
December 20, 2001, the Company amended and restated this credit facility. The amended and restated credit
facility, which was last amended as of March 31, 2003 (Restated Credit Facility), is with a syndicate of three
financial institutions, with Bank of America, N.A. (the Bank) as collateral and administrative agent for the
lenders, and matures on December 20, 2004. The Restated Credit Facility provides a revolving line of credit of
up to the lesser of:
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*  $75 million, which will be increased to $100 million if an additional $25 million of the revolving line
of credit commitment is syndicated to the existing three or other financial institutions, or

* an amount equal to:

* up to 85% of the net amount of the Company’s billed and posted eligible accounts receivable and
the billed and posted eligible accounts receivable of its wholly owned domestic subsidiaries and
its operating subsidiary in Canada, subject to some exceptions and limitations, plus

* up to 85% of the net amount of the Company’s billed and unposted eligible accounts receivable
and billed and unposted eligible accounts receivable of its wholly owned domestic subsidiaries
owing by account debtors located in the United States, subject to a maximum aggregate
availability cap of $10 million, plus

* up to 50% of the net amount of the Company’s unbilled, fully earned and unposted eligible
accounts receivable and unbilled, fully earned and unposted eligible accounts receivable of its
wholly owned domestic subsidiaries owing by account debtors located in the United States,
subject to a maximum aggregate availability cap of $10 million, minus

= reserves from time to time established by the Bank in its reasonable credit judgment.

The aggregate of the last four sub-bullet points above is referred to as the Company’s eligible borrowing
base.

The maximum amount that the Company can borrow at any particular time may be less than the amount
of its revolving credit line because the Company is required to maintain a specified amount of borrowing
availability under the Restated Credit Facility based on the Company’s eligible borrowing base. As of December
31, 2003, the required amount of borrowing availability is $25 million. The amount of borrowing availability is
determined by subtracting the following from the Company’s eligible borrowing base: (a) the Company’s
borrowings under the Restated Credit Facility, and (b) the Company’s accounts payable and the accounts payable
of all of its domestic subsidiaries and its Canadian operating subsidiary that remain unpaid more than the longer
of (1) sixty days from their respective invoice dates or (ii) thirty days from their respective due dates.

The Restated Credit Facility includes a $50 million letter of credit subfacility. The Company had $32.3
million in letters of credit outstanding as of December 31, 2003 under this facility. The collateral value associated
with the revolving line of credit at December 31, 2003 was $203.1 million, which exceeds the maximum
revolving credit line of $75.0 million. No amounts were outstanding under the revolving line of credit as of
December 31, 2003. Therefore, the Company had available, unused borrowing capacity of $42.7 million as of
December 31, 2003.

For each tranche of principal borrowed under the revolving line of credit, the Company may elect an
interest rate of either LIBOR plus an applicable margin of 2.00% to 2.75% that varies based upon availability
under the line, or the prime rate announced by the Bank, plus, if the borrowing availability is less than $25
million, an applicable margin of 0.25%.

The Company refers to borrowings bearing interest based on LIBOR as a LIBOR tranche and to other
borrowings as a prime rate tranche. The interest on a LIBOR tranche is payable on the last day of the interest
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period (one, two or three months, as selected by the Company) for such LIBOR tranche. The interest on a prime
rate tranche is payable monthly.

The Company is subject to certain covenants under the terms of the Restated Credit Facility, including,
but not limited to: (a) maintenance at the end of each fiscal quarter of a minimum specified adjusted tangible net
worth, and (b) limitations on capital expenditures of $12 million per quarter or $48 million cumulative per year.

The Restated Credit Facility also places restrictions on additional indebtedness, dividends, liens,
investments, acquisitions, asset dispositions, change of control and other matters, is secured by substantially all of
the Company’s assets, and is guaranteed by all domestic subsidiaries and the Company’s Canadian operating
subsidiary. In addition, the Company will be subject to additional restrictions, including restrictions with respect
to distributions and asset dispositions if the Company’s eligiblé¢ borrowing base falls below $40 million. Events
of default under the Restated Credit Facility include, but are not limited to, the occurrence of a material adverse
change in the Company’s operations, assets or financial condition or its ability to perform under the Restated
Credit Facility or that of any of the Company’s domestic subsidiaries or its Canadian operating subsidiary. The
Amendment to the Credit Agreement dated March 31, 2003 consented to the Company’s acquisition of
substantially all the business operations and assets of MIF (see Note 3). The Company was in compliance with
the restrictions of the Restated Credit Facility as of December 31, 2003.

Other bank lines of credit

The Company maintained a $10 million bank line of credit, in addition to the $50 million sublimit under
the Restated Credit Facility, to secure customs bonds and bank letters of credit to guarantee certain transportation
expenses in foreign locations. This bank line of credit expired in June 2002 and the Company’s foreign
operations replaced the previous outstanding letters of credit with other working capital lines of credit and other
types of guarantees. Additionally, notes payable includes a $10.0 million note payable to the former owners of
MIF (see Note 3) and a mortgage for one of the Company’s facilities in Chile. The note payable from the MIF
acquisition is non-interest bearing and is payable in two equal payments of $5.0 million in April 2004 and 2005.
Notes payable also includes $3.8 million in notes related to financed insurance premiums, which are payable in
monthly installments of approximately $200,000 each through April 2005 and have an implied interest rate of
3.15%.

Interest rate swap agreement

In April 2001, the Company entered into a two year interest rate swap agreement, which was originally
designated as a cash flow hedge, to reduce its exposure to fluctuations in interest rates on $70 million of its
LIBOR-based revolving credit facility or any substitutive debt agreements the Company entered into.
Accordingly, the change in the fair value of the swap agreement was recorded in other comprehensive income
(loss). In December 2001, the Company issued $100 million of 5% convertible subordinated notes due December
15, 2006. The proceeds from these notes-substantially retired the. LIBOR based debt outstanding under the then-
existing revolving credit agreement. The interest rate on the convertible notes is fixed; therefore, the variability of
the future interest payments was eliminated. The swap agreement no longer qualified for cash flow hedge
accounting and was de-designated as of December 7, 2001. The net loss on the swap agreement included in other
comprehensive. income (loss) as of December 7, 2001, was $2.0 million and was amortized to interest expense
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over the remaining life of the swap agreement. Subsequent changes in the fair value of the swap agreement are
recorded in interest expense. During 2003 and 2002, the Company recorded $506,000 and $2.2 million,
respectively, of net interest expense for realized and unrealized losses on the interest rate swap. The interest rate
swap agreement expired in April 2003.

Note 10 — Guarantees

The Company guarantees certain financial liabilities, the majority of which relate to the Company’s
freight forwarding operations. The Company, in the normal course of business, is required to guarantee certain
amounts related to customs bonds and services received from airlines. These types of guarantees are usual and
customary in the freight forwarding industry. The Company operates as a customs broker and prepares and files
all formal documentation required for clearance through customs agencies, obtains customs bonds, facilitates the
payment of import duties on behalf of the importer and arranges for payment of collect freight charges. The
Company also assists the importer in obtaining the most advantageous commodity classifications, qualifying for
duty drawback refunds and arranges for surety bonds for importers.

The Company secures guarantees primarily by three methods: a $50 million standby letter of credit
subfacility discussed in Note 9, surety bonds and security time deposits, which are restricted as to withdrawal for
a specified timeframe and are classified on the Company’s balance sheet as restricted cash.

The Company issues IATA (International Air Transportation Association) related guarantees, customs
bonds and other working capital credit facilities issued in the normal course of business. IATA related guarantees
and customs bonds are issued to facilitate the movement and clearance of freight. Working capital credit line
guarantees include, but are not limited to, guarantees associated with insurance requirements and certain potential
tax obligations. Generally, gnarantees have one-year or two-year terms and are renewed upon expiration. As of
December 31, 2003, total IATA related guarantees, customs bonds and other working capital credit line facilities
were approximately $80.0 million. Approximately $44.2 million of guarantees, customs bonds and borrowings
against credit facilities were outstanding, including guarantees of the Company’s trade payables and accrued
transportation costs and borrowings against its international credit facilities of $17.2 million which were recorded
as liabilities on the Company’s consolidated balance sheet.

Additionally, at December 31, 2003, the Company had guaranteed certain other financial liabilities related
to unconsolidated affiliates, joint venture investments and business acquisitions as detailed below.

In connection with its investment in Miami Air, the Company caused a standby letter of credit to be
issued in favor of certain creditors for Miami Air to assist Miami Air with its financing needs. Miami Air agreed
to pay the Company an annual fee equal to 3.0% of the face amount of the letter of credit and to reimburse the
Company for any payments made by the Company in respect to the letter of credit. As of December 31, 2003,
Miami Air had a $3.0 million letter of credit facility and $2.3 million of letters of credit outstanding that were
supported by the Company’s $3.0 million standby letter of credit. Following negotiations initiated during the
fourth quarter of 2003, Miami Air replaced its outstanding letters of credit with restricted cash during the first
quarter of 2004, eliminating the Company’s obligation on the outstanding letters of credit. As of December 31,
2003, the Company has no liability recorded related to this standby letter of credit.
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In connection with the Company’s investment in TDS, the Company caused a standby letter of credit to
be issued in favor of a creditor for TDS to assist TDS with its financing needs. As of December 31, 2003, TDS
had a $5.0 million credit facility supported by the Company’s $2.0 million standby letter of credit and standby
letters of credit from other TDS investors. As of December 31, 2003, TDS had $1.3 million in borrowings
outstanding against the facility. As of December 31, 2003, the Company had a $200,000 liability recorded in the
consolidated balance sheet, representing the estimated fair value of the standby letter of credit for TDS.

In connection with two of the Company’s consolidated 51% owned subsidiaries, the Company has
guaranteed 100% of the working capital line of credit and other various operational guarantees of each of these
affiliates. As of December 31, 2003, the maximum amount of these guarantees was $4.3 million with $942,000
drawn and $2.7 million of letters of credit and customs bonds outstanding against the facility.

In connection with its acquisition of MIF in April 2003, the Company is contingently liable for a two-year
earnout payment of up to $8.0 million in cash if certain post-acquisition performance criteria are achieved. In
connection with the acquisition of the Company’s operating subsidiary in Thailand, the Company is also
contingently liable for eammout payments of up to $1.1 million in 2004 if certain post-acquisition performance
criteria are achieved. Contingent payments will be recorded at the time that the amounts of the payments are
determinable by the Company.

Note 11 - Income taxes

Sources of pretax income (loss) are summarized as follows:

Twelve Months Ended December 31,

2003 2002 2001
(in thousands)
DOomestic.......oveenvvrnanae § 21,280 $  (10,543) $ (90,125)
Foreign.....coovvevnccrnncne 17,236 25,659 24,114
Total c.ovccooerrerrrrnn $ 38516 $ 15,116 $ (66,011
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Provision (benefit) for income taxes includes the following:

Twelve Months Ended December 31,
2003 2002 2001
(in thousands)

Current income tax expense (benefit):

U.S. federal ..o $ 2,621 $ (4,460) $ (18,592)
LS. SEALE. ..ttt et ettt e 224 (532) (3,826)
FOTEIZI ... ioviieteeiiicie sttt ettt en s e 7,314 9,509 7,479
10,159 4,517 (14,939)

Deferred income tax expense (benefit):
U.S. federal ..o e 10,700 1,784 (9,924)
U.S. state 654 307 (904)
FOTBIZI. covivec ettt ebet e (6,942) (713) (67)
4,412 1,378 (10,895)
Total provision (benefit) ... $ 14,571 $ 5,895 $  (25,834)

Taxes on income were different than the amount computed by applying the statutory income tax rate.
Such differences are summarized as follows:

Twelve Months Ended December 31,

2003 2002 2001
(in thousands)
Tax computed at StAtULOTY TALE .......ovceemrmiceririieiiciiiciae e $ 13481 $ 5,291 $  (23,104)
Increases (decreases) resulting from:
FOTQIZN tAXES 1vovveeerieercenieeeierreersirmrecs st (7,560) (184) 601
Valuation alloWance .......coocovvveriiiii e 7,027 - -
Other nondeductible tEMS .......coccovveriiiciiiiccee e 599 658 559
State taxes on income, net of federal income tax effect......... 571 (146) (3,075)
ORET ottt et et e s area s ere s aas e s enas 453 276 (815)
Total provision (benefit) .........occoovvviiirnriiccce $ 14,571 3 5,895 $ (25,834
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Significant éomponents of the Company’s deferred tax assets (liabilities) are as follows:

As of December 31, 2003 As of December 31, 2002
Assets Liabilities Assets Liabilities
(in thousands)

Undistributed earnings of foreign subsidiaries and

equity affiliates......ooovvereri e S - $ (515D $ - $  (12,564)
Depreciation and amortization .........ccccoveecnienccreacnnne - (11,997) - (9,614)
Foreign tax credits and other federal credits ............... 6,657 - 9,424 -
Foreign net operating 10SSeS.......cvvvv i 1,900 - - -
State net operating 10SSes .c.occvevecvmirerencesinncenreenns 5,127 - 5,327 -
Bad debtS. ..o 2,339 - 3,094 -
Accrued Habilities ..o e, 6,870 - 13,986 -
OFRET ..ottt s 4,705 - 1,879 (3,697
Gross deferred tax assets (liabilities)........cccovrrevennes 27,598 (17,148) 33,710 (25,875)
Less: valuation allowance .......ccevvvvirevieienccnennen, (7,027) - - -
Net deferred tax assets (liabilities).......c...ocorivenernnnecn, 20,371 (17,148) 33,710 (25,875)
Reclassification, principally netting by tax

JULISAICTION 1.ttt (6,237) 6,237 (22,155) 22,155
Net total deferred tax assets (liabilities) .....o.occviveennns 14,334 (10,911) 11,555 (3,720)
Net current deferred tax assets .o.oocvevevveeeevrereniesnrnenens 10,710 ) - 6,228 ‘ -
Net noncurrent deferred tax assets (liabilities) ............ $ 3624 $ (10,911) $ 5,327 $  (3,720)

Taxes on income include deferred income taxes on undistributed earnings (not considered permanently
reinvested) of consolidated foreign subsidiaries, net of applicable foreign tax credits. The Company does not
provide for United States income taxes on certain specific foreign subsidiaries’ undistributed earnings intended to
be permanently reinvested in foreign operations. At December 31, 2003, cumulative earnings of consolidated
foreign subsidiaries designated as permanently reinvested were approximately $28.0 million for which the related
federal tax impact would approximate $5.9 million.

The Company also has generated excess foreign tax credits of approximately $6.3 million that expire in
2005, 2006 and 2007. There was no valuation allowance established at December 31, 2003 for foreign tax
credits, as management believes the foreign tax credits are more likely than not to be fully realized in the future
based on current year utilization of foreign tax credits and management’s outlook for future utilization.

The Company has generated state and foreign net operating losses resulting in a deferred tax asset of
approximately $7.0 million as of December 31, 2003. These losses relate to various state and foreign jurisdictions
and expire over a period of 3 to 18 years. During 2003, the Company assessed the realization of its deferred tax
assets related to these operating losses and concluded that the deferred tax assets should be fully reserved. The
Company considered its historical performance, forecasted taxable income and other factors in determining the
sufficiency of its valuation allowance. Objective factors, such as current year and previous year net operating loss
utilization, were given substantially more weight than management’s outlook for future utilization. Management
believes the Company should generate sufficient taxable income to utilize a substantial portion of its net operating
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loss carryforwards before their expiration. However, until such time as a pattern of sufficient profitability in these
jurisdictions for income tax purposes is established, the Company will not recognize tax benefits on net operating
losses.

As a result of stock option exercises for the years ended December 31, 2003, 2002 and 2001 of non-
qualified stock options to purchase an aggregate of 324,000, 72,000 and 528,000 shares of common stock,
respectively, the Company is entitled to a federal income tax deduction of approximately $1.4 million, $539,000
and $7.8 million, respectively, with a related reduction in its tax obligations of approximately $474,000, $198,000
and $3.0 million, respectively. Accordingly, the Company recorded an increase to additional paid-in capital and a
reduction in current taxes payable. Any exercises of non-qualified stock options in the future at exercise prices
below the then fair market value of the common stock may also result in tax deductions equal to the difference
between such amounts, although there can be no assurance as to whether or not such exercises will occur, the
amount of any deductions or the Company's ability to fully utilize such tax deductions.

The Company’s federal income tax returns from fiscal years 2000 to 2001 are currently subject to audit
by the Internal Revenue Service. Management believes the Company has filed such returns in accordance with
applicable tax laws in effect at the time. However, there is no assurance that such audits will not result in future
adjustments.

Note 12 — Stockholders’ equity
Treasury stock

In August 2002, the Company’s Board of Directors authorized the repurchase and retirement of up to
$15.0 million in value of its outstanding common stock. As of December 31, 2002, the Company had
repurchased and retired 920,200 shares for a total of $10.0 million under this authorization, which expired on
December 8, 2002. The Company did not repurchase any additional shares during 2003.

During 2003, 2002 and 2001, 54,000, 89,000 and 266,000 shares, respectively, were reissued to satisfy, or
help offset increases in shares resulting from purchases under the Company’s Employee Stock Purchase Plan
(Note 13), exercise of stock options (Note 13), payment of additional consideration for previous acquisitions
(Note 3) and restricted stock awards. As of December 31, 2003 and 2002, 983,000 and 1.0 million shares,
respectively, were held in treasury. The Company accounts for treasury stock using the cost method.

Restricted stock

In January 2000, the Company agreed to issue 45,000 shares of restricted common stock to an employee.
The Company recorded these shares as unearned compensation of $1.9 million at the date of the award based on
the quoted fair market value of the shares at the time the award was granted. This amount was amortized over the
three-year vesting period of the award. In November 2003, the Company agreed to issue 11,000 shares of
restricted common stock to certain members of its Board of Directors. The Company recorded these shares as
unearned compensation of $185,000 at the date of the awards based on the quoted fair market value of the shares
at the time the awards were granted. This amount is being amortized over the twelve-month vesting period of the
awards.
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Preferred stock rights

On May 23, 2001, the Company’s Board of Directors declared a dividend of one right to purchase
preferred stock (Right) for each outstanding share of the Company’s common stock to shareholders of record at
the close of business on June 4, 2001. Each right initially entitles the registered holder to purchase from the
Company a fractional share consisting of one one-thousandth of a share of Series A Junior Participating Preferred
Stock, par value $.001 per share, at a purchase price of $120 per fractional share, subject to adjustment. The
Rights generally will not become exercisable until ten days after a public announcement that a person or group
has acquired 15% or more of the Company’s common stock (thereby becoming an “Acquiring Person”) or the
commencement of a tender or exchange offer that would result in an Acquiring Person (the earlier of such dates
being called the “Distribution Date”). James R. Crane, Chairman of the Board and Chief Executive Officer of
EGL, will not become an Acquiring Person unless and until he and his affiliates become the beneficial owner of
49% or more of the common stock. Rights will be issued with all shares of the Company’s common stock issued
from the record date to the Distribution Date. Until the Distribution Date, the Rights will be evidenced by the
certificates representing the Company’s common stock and will be transferable only with our common stock.
Generally, if any person or group becomes an Acquiring Person, each right, other than Rights beneficially owned
by the Acquiring Person (which will thereupon become void), will thereafter entitle its holder to purchase, at the
Rights’ then current exercise price, shares of the Company’s common stock having a market value of two times
the exercise price of the Right. If, after there is an Acquiring Person, and the Company or a majority of its assets
is acquired in certain transactions, each Right not owned by an Acquiring Person will entitle its holder to
purchase, at a discount, shares of common stock of the acquiring entity (or its parent) in the transaction. At any
time until ten days after a public announcement that the rights have been triggered, the Company will generally be
entitled to redeem the Rights for $.01 and to amend the rights in any manner other than to change the redemption
price. Certain subsequent amendments are also permitted. The Rights expire on June 4, 2011.

Note 13 — Employee benefit and stock option plans
Defined contribution plan

The Company maintains the EGL, Inc. 401(k) Plan (the EGL Plan) pursuant to which the Company
provides up to dollar for dollar discretionary matching of employee tax-deferred savings up to a maximum of 5%
of eligible compensation for employees in the United States. FEach participant vests in the Company’s
contribution over the course of five years at a vesting rate of 20% per year. During the years ended December 31,
2002 and 2001, the Company recorded charges of $1.0 million each year related to discretionary contributions to
this plan. No charges were recorded for the EGL Plan during the twelve months ended December 31, 2003.

Defined benefit plans

Certain of our international subsidiaries sponsor defined benefit pension plans covering certain full-time
employees. Benefits are based on the employee’s years of service and compensation. The Company’s plans are
funded in conformity with the funding requirements of applicable government regulations of the country in which
the plans are located. These foreign plans are not subject to the United States Employee Retirement Income
Security Act of 1974. Information for the Company’s defined benefit plans is provided below.
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Benefit costs related to these plans consisted of the following:

Twelve Months Ended December 31,
2003 2002 2001
(in thousands)

SEIVICE COSLureviiiitiirieiiries et eree ettt et ts e ere et ee et ereet e ess e $ 1,370 $ 1,373 $ 1,010
IIETESE COS . utiiiiiiiiiiiiree ittt e et ettt esre st s e s reran e s inaeas 1,237 1,054 908

Expected return on plan asSets ......oivvvrerieeeiennieieinensennreeanenes (1,026) (1,071 (1,039)
Amortization of actuarial loss and prior service cost ..... 308 71 -
Net DENETIE COST o viiuiiiririiiiicr sttt et $ 1,889 $ 1,427 $ 879

Changes in the projected benefit obligations were as follows:

Twelve Months Ended December 31,
2003 2002 2001
(in thousands)

Benefit obligation at January 1. 3 22,255 $ 17,283 $ 15,541
Service cost ........ e oottt e e e e rarerane 1,370 1,373 1,010
Interest COSt ...oovvivveeeiiiriiieeiei 1,237 1,054 908

Actuarial 108S.....c.cccvvvceiiinnnn 3,682 354 319
Payments to participants.......... (494) (596) (408)
Plan amendments.........c.coooveeeranann 16

Foreign exchange rate changes....... 3,089 2,179 (510)

Other

.......................................................................................... 591 608 423

Benefit obligation at December 31 ..o $ 31,746 $ 22,255 $ 17,283

Changes in benefit plan assets were as follows:

Twelve Months Ended December 31,
2003 2002 2001
(in thousands)

Fair value at January L. e sneneenens $ 14,610 $ 13,746 ) 14,801
Actual return on plan assets 2,388 (2,051) (1,865)
Contributions by employer........coco e 1,576 1,424 1,214
Payments to participants...........covveveeeeeeieereieereee e (494) (596) (408)
Foreign exchange rate changes 1,954 1,479 (419)
OFRET oot 614 608 423
Fair value at December 31........oovoiiiiiicieeeeee e $ 20,648 $ 14,610 S 13,746

Accumulated benefit obligations in excess of plan assets were as follows:

Twelve Months Ended December 31,
2003 2002 2001
(in thousands)

Balance at December 31.......cccovoiiiveniiii e $ 11,098 $ 7,645 $ 3,537
Unrecognized net actuarial loss (9,547) (4,665) (2,791)
Minimum pension liability adjustment ...........cccooevcerinccernrecnnnnne 3,362 - -
AcCrued Benefit COSt......uvviiiiiviiiiins et $ 4,913 $ 2,980 $ 746
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Weighted average assumptions used included the following:

Twelve Months Ended December 31,

2003 2002 2001
DISCOUNE TALE ....oeiivriierer et 5.5% 5.9% 6.1%
Long-term rate of compensation InCrease ..........coocevveeeersennns 4.4% 4.7% 4.8%
Long-term rate of return on funded plan assets..............occcvvvenee 7.0% 7.2% 7.0%

The projected benefit obligation, accumulated benefit obligation and fair value of plan assets for the
pension plans with accumulated benefit obligations in excess of plan assets were $30.3 million, $23.7 million and
$20.6 miilion, respectively, as of December 31, 2003 and $20.6 miilion, $16.1 million and $14.6 million,
respectively, as of December 31, 2002. The projected benefit obligation and accumulated benefit obligation for
unfunded pension plans were $2.1 million and $1.9 million, respectively, as of December 31, 2003 and $1.7
million and $1.5 million, respectively, as of December 31, 2002.

Stock purchase plans

In 1999, the Company initiated an employee stock purchase plan in order to provide eligible employees of
the Company and its participating subsidiaries, including subsidiaries based outside of the United States, with the
opportunity to purchase the Company’s common stock through payroll deductions. Employees may purchase
common stock under this plan during a six-month offering period based on a formula provided in the plan
document, which generally allows the Company’s employees to purchase common stock at 85% of quoted fair
market value. Under this plan, 550,000 shares are authorized for purchase. During 2003, 2002 and 2001, 43,000,
85,000 and 70,000 shares of common stock were purchased under this plan at an average price of $12.52, $12.09
and $17.65 per share, respectively.

Stock option plans

The Company has six option plans whereby certain officers, directors, and employees may be granted
options, appreciation rights or awards related to the Company’s common stock. As of December 31, 2003, 7.6
million shares are authorized for issuance under the Company’s stock option plans.

Circle Stock Option Plans

The 1982 Stock Option Plan, 1990 Stock Option Plan, 1994 Omnibus Equity Incentive Plan and the 1999
Stock Option Plan were plans created by Circle prior to the merger with EGL. Options outstanding pursuant to
these plans are exercisable in shares of EGL common stock and were automatically accelerated upon
consummation of the merger with EGL. No new options were granted under these plans.

EGL Plan

The Long-Term Incentive Plan permits the grant of stock options at an exercise price equal to the fair
market value of the common stock on the date of grant. The plan is authorized for a maximum of 12.2 million
shares. Options granted under the plan generally vest ratably over a five-year or seven-year period from date of
grant (or 100% upon death). Vested options granted to date generally terminate seven years from date of grant.
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Additional awards may be granted under the Long-Term Incentive Plan in the form of cash, stock, or
stock appreciation rights. The stock appreciation right awards may consist of the right to receive payment in cash
or common stock. Any such award may be subject to certain conditions, including continuous service with the
Company or achievement of certain business objectives. There have been no awards issued of this kind under the
Long-Term Incentive Plan.

EGL Director Plan

The Director Plan provides for automatic stock option grants to non-employee directors at the time they
join the Board and annually thereafter. These grants vest within one year from the date of grant and terminate ten
years from date of grant. The plan was authorized for a maximum of 400,000 shares.

Transaction Summary

A summary of stock option transactions for each of the three years ended December 31, 2003 is as
follows:

Weighted-
Average
Options Option Price
(in thousands)

Qutstanding at January 1, 2001 .......ccocornvreiniinernns 6,037 $ 20.45
Granted......coovevevriiiieiee e ceeeeie e e 839 9.23
EXErcised. ..ot e (528) 6.55
Cancelled. ..o (487 23.09

Outstanding at December 31, 2001 ... 5,861 20.05
GIanted .......c.oeeveiiviieieiceecee et 539 11.80
Exercised......ocoe v (72) 6.81
Cancelled ..o (627) 21.70

Outstanding at December 31,2002 ... 5,701 19.34
Granted......covvver i esene 395 16.37
EXErciSed...vvieieiierinreccere e (324) 12.67
Cancelled......cov i, (465) 18.88

Outstanding at December 31,2003 ..........cccooooven. 5,307 $ 19.67

Options vested at December 31, 2003, 2002 and 2001 totaled 3.8 million shares, 3.5 million shares and
2.8 million shares, respectively.
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The following table summarizes information about stock options outstanding at December 31, 2003:

Outstanding Exercisable
Average Weighted Weighted
Range of remaining average average
exercise prices Options life in years price Options price
(in thousands, except option price and average remaining life)
$ 8.09-810.79 .o 864 5.00 8 9.64 284 $ 925
$12.09-317.39 i 671 4.53 16.02 373 16.26
$18.24-826.75 cceirieiinen 3,402 2.58 21.73 2,848 21.61
$27.50-833.81 oo 370 5.69 30.76 283 30.57
$ 8.09-833.81 v 5,307 3.25 $ 1967 3,788 § 2082

As discussed in Note 1, the Company applies the intrinsic value method to account for its stock option
plans. No compensation cost has been recognized for these plans. The weighted-average fair values of options
granted during 2003, 2002 and 2001 were $5.47, $5.97 and $5.85, respectively. The fair value of each option
granted is estimated on the date of grant using the Black-Scholes model with no assumed dividend yield and the
following weighted average assumptions used for grants:

Twelve Months Ended December 31,

2003 2002 2001
Expected volatility .........cccooevcerirvrcencnen 29.67% 51.09% 59.00%
Risk-free interest rate.........ocooevrerveriennnnan 2.88% 3.70% 4.40%
Expected life of option (years)................. 533 4.56 4.85

Note 14 - Earnings (loss) per share

Basic eamings per common share excludes dilution and is computed by dividing income available to
common shareholders by the weighted average number of shares outstanding for the period. Diluted earnings per
common share includes potential dilution that could occur if stock options were exercised or convertible debt was
exchanged for common stock. Stock options and shares issuable upon conversion of the convertible notes issued
in December 2001 are the only potentially dilutive share equivalents the Company has outstanding for the periods
presented.
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The table below indicates the potential common shares issuable which were included for purposes of
computing diluted earnings per common share:

Twelve Months Ended
December 31,
2003 2002 2001
(in thousands)

Weighted average common shares outstanding - used in

basic earnings per common Share ............ococeoveerireererverenrecans 47,204 47,610 47,558
Net dilutive potential common shares issuable on

EXEICiSe OF OPIONS ..eiviiviiiieee it 277 201 -
Weighted average common shares and dilutive potential

common shares used in diluted earnings per common share.... 47,481 47,811 47,558

The table below indicates the potential common shares issuable which were excluded from diluted
potential common shares as their effect would be anti-dilutive:

Twelve Months Ended
December 31,

2003 2002 2001
(in thousands)

Net dilutive potential common shares issuable:

On exercise of options - exercise price greater than
average market value during period or shares a
nti-dilutive due to NEL 0SS .....ovvviieiiiriieeieee e 4,167 4,471 5,718

On conversion of convertible SENIOr NOLES . .....vvvveeiveviecreeieee e 5,736 5,736 377
Note 15 — Jet fuel swap agreement

In conjunction with its aircraft charter agreements, the Company was obligated to pay current market
prices for jet fuel. In November 2002, the Company entered into a one year jet fuel swap agreement to hedge the
Company’s exposure to volatility in market prices for jet fuel. On a monthly basis, the Company paid a fixed rate
of approximately $0.68 per gallon for 400,000 gallons of jet fuel and received a payment equal to the monthly
average commodity price for the same amount of jet fuel.

The Company originally designated this swap as a cash flow hedge under the provisions SFAS 133,
“Accounting for Derivative Instruments and Hedging Activities” (SFAS 133). Due to changes in the market
prices of jet fuel and the associated volatility during the first quarter of 2003, the swap agreement was ineffective
both for the three months ended March 31, 2003 and on a prospective basis, and no longer qualified for cash flow
hedge accounting. Changes in the fair value of the swap agreement after March 2003 were recognized in
earnings. The fair value of the jet fuel swap agreement was approximately $421,000 at December 31, 2002.
During the year ended December 31, 2003, the Company recorded approximately $681,000 in nonoperating
income for associated realized gains. The swap agreement expired in November 2003. The Company had no
aircraft charter agreements in place as of December 31, 2003.
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Note 16 — Nonoperating expense, net

Nonoperating expense, net, consists of the follbwing:

Twelve Months Ended December 31,

2003 2002 2001
(in thousands)
TNEEIESt ANCOME ..o eseie e $  (2,390) $  (2,130) $  (2,651)
INEETESt BXPRIISE ..evuvruevivenceiereeetereerrirrease s ceenteerenneesesaencermacsion 7,322 9,207 10,543
Losses from unconsolidated affiliates, net........c.c.coeevviierinnne, 1,533 6,167 3,145
Reserve accrual (reversal) for exposures on
guarantees for unconsolidated affiliate............cc.cccooviins (1,300) 1,300 -
Rental INCOME ..o (120) (63) (492)
{Gains) losses on sales Of SECUTTHES.......veevriviveiirieiiriene e M 54 (2,303)
MINOTILY INTETESES. ..ot 1,248 1,006 1,161
Foreign exchange (gains) 10sses, Net .......cocoeeeieieinciiiecne 1,475 (366) (55)
ORET vttt sttt (1,518) (619) (906)
TOtAL vt 8 6,249 $ 14,556 § 8442

The Company held in a trust, equity securities of Equant N.V., an international data network service
provider. These shares became marketable in the second quarter of 2001 and a gain of $2.3 million was
recognized. The shares were then exchanged for payment of a portion of the Company’s hab1hty with its
international data network service provider.

Note 17 — EEOC legal settlement

In December 1997, the U.S. Equal Employment Opportunity Commission (“EEOC”) issued a
Commissioner’s Charge pursuant to Sections 706 and 707 of Title VII of the Civil Rights Act of 1964, as
amended (“Title VII”). In the Commissioner’s Charge, the EEOC charged the Company and certain of its
subsidiaries with violations of Section 703 of Title VII, as amended, the Age Discrimination in Employment Act
of 1967, and the Equal Pay Act of 1963, resulting from (1) engaging in unlawful discriminatory hiring, recruiting
and promotion practices and maintaining a hostile work environment, based on one or more of race, national
origin, age and gender, (2) failures to investigate, (3) failures to maintain proper records and (4) failures to file
accurate reports. The Commissioner’s Charge states that the persons aggrieved include all Blacks, Hispanics,
Asians and females who are, have been or might be aftected by the alleged unlawful practices.

On May 12, 2000, four individuals filed suit against the Company alleging gender, race and national
origin discrimination, as well as sexual harassment. This lawsuit was filed in the United States District Court for
the Eastern District of Pennsylvania in Philadelphia, Pennsylvania. The EEOC was not initially a party to the
Philadelphia litigation. In July 2000, four additional individual plaintiffs were allowed to join the Philadelphia
litigation. The Company filed an Answer in the Philadelphia case and extensive discovery was conducted. The
individual plaintiffs sought to certify a class of approximately 1,000 of the Company’s current and former
employees and applicants. The plaintiffs initial motion for class certification was denied in November 2000.

On December 29, 2000, the EEOC filed a Motion to Intervene in the Philadelphia litigation, which was
granted by the Court in Philadeiphia on January 31, 2001. In addition, the Philadelphia Court also granted the
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Company’s motion that the case be transferred to the United States District Court for the Southern District of
Texas -- Houston Division where the Company had previously initiated litigation against the EEOC due to what
the Company believed to have been inappropriate practices by the EEOC in the issuance of the Commissioner’s
Charge and in the subsequent investigation. Subsequent to the settlement of the EEQC action described below,
the claims of one of the eight named plaintiffs were ordered to binding arbitration at the Company’s request. The
Company recognized a charge of $7.5 million in the fourth quarter of 2000 as an estimated cost of defending and
settling the asserted claims.

On October 2, 2001, the Company and the EEOC announced the filing of a Consent Decree settlement.
This settlement resolves all claims of discrimination and/or harassment raised by the EEOC’s Commissioner’s
Charge mentioned above. Under the Consent Decree, the Company agreed to pay $8.5 million into a fund that
will compensate individuals who claim to have experienced discrimination. The settlement covers (1) claims by
applicants arising between December 1, 1995 and December 31, 2000; (2) disparate pay claims arising between
January 1, 1995 and April 30, 2000; (3) promotion claims arising between December 1, 1995 and December 31,
1998; and (4) all other adverse treatment claims arising between December 31, 1995 and December 31, 2000. In
addition, the Company agreed to contribute $500,000 to establish a Leadership Development Program. The
Program will provide training and educational opportunities for women and minorities already employed by the
Company and will also establish scholarships and work study opportunities at educational institutions. In entering
the Consent Decree, the Company has not made any admission of liability or wrongdoing. The Consent Decree
was approved by the District Court in Houston on October 1, 2001. The Consent Decree became effective on
October 3, 2002 following the dismissal of all appeals related to the Decree. During the quarter ended September
30, 2001, the Company accrued $10.1 million related to the settlement, which includes the $8.5 million payment
into the fund and $500,000 to the Leadership Development Program described above, administrative costs, legal
fees and other costs associated with the EEOC litigation and settlement. In 2003, the Company reversed $1.4
million of the accrual for certain administrative functions completed in 2003 in which actual costs were less than
amounts accrued and payroll taxes the Company will not be required to pay.

The Consent Decree settlement provides that the Company establish and maintain segregated accounts for
the Class Fund and Leadership Development Fund. The Company made an initial deposit of $2.5 million to the
Class Fund within 30 days after the Consent Decree was approved and was required to fund the remaining $6.0
million of the Class Fund in equal installments of $2.0 million each on or before the fifth day of the first month of
the calendar quarter (January 5", April 5" and October 5) immediately after the effective date of the Consent
Decree. The Leadership Development Fund was funded fully at the time of the first quarterly payment as
discussed above. As of December 31, 2003, the Company had also fully funded the $8.5 million Class Fund. This
amount is included as restricted cash in the accompanying consolidated balance sheet. In the event that any
portion of the Class Fund, including accrued interest, has not been distributed as required by the Consent Decree
after a period of three hundred (300) days has elapsed from the date on which the settlement checks were mailed,
then such remaining amounts from the Class Fund shall be paid, subject to such further orders as the court may
deem appropriate, to the Leadership Development Fund. Total related accrued liabilities included in the
accompanying consolidated balance sheet at December 31, 2003 were $10.2 million.

Of the eight named plaintiffs who filed suit against the Company in 2000 alleging gender, race and

national origin discrimination, as well as sexual harassment, one has accepted a settlement of her claims against
the Company. The claims of one of the named plaintiffs have been dismissed by the court. The remaining six
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individuals who were named Plaintiffs in the underlying action have submitted claims to be considered for
settlement compensation under the Consent Decree. The claims administration process is currently underway;
however, it could be several months before it is completed and Claimants are notified of whether they qualify for
settlement compensation and, if so, the amount for which they qualify. Once Claimants are notified of their
eligibility status by the Claims Administrator, they have an option to reject the settlement compensation and
pursue litigation on their own behalf and without the aid of the EEOC. To the extent any of the individual
plaintiffs or any other persons who might otherwise be covered by the settlement opt out of the settlement, the
Company intends to continue to vigorously defend itself against their allegations. The Company currently expects
to prevail in its defense of any remaining individual claims. There can be no assurance as to what amount of time
it will take to resolve the other lawsuits and related issues or the degree of any adverse effect these matters may
have on the Company’s financial condition and results of operations. A substantial settlement payment or
judgment could result in a significant decrease in the Company’s working capital and liquidity and recognition of
a loss in the Company’s consolidated statement of operations.

Note 18 — Commitments and contingencies
Leases

The Company has a number of operating lease agreements, principally for freight operation facilities and
office space. These leases are non-cancelable and expire on various dates through 2025. The following is a

summary of future minimum payment obligations under non-cancelable leases with remaining lease terms in
excess of one year as of December 31, 2003:

Capital Operating
Leases Leases
(in thousands)
$ 865 8 74,567
840 60,325
460 46,450
276 38,507
70 193,459
Total future minimum lease payments .................. 2,511 $ 413,308
Less — amounts representing interest.........ccooeecevrnes (244)
Present value of net minimum lease payments........... 2,267
Less — current obligations.........ccevvirevonvcnnecenne (597
Noncurrent obligations.......coeerniriirecreeecenecenneeens $ 1,670

Included in the above summary of minimum future lease payment obligations are leases on freight
operations facilities and office space. The obligations related to approximately 29 of these facilities has been
accrued in the Company’s merger restructuring and integration reserve as of December 31, 2003. As of December
31, 2003, 19 of these leases with an aggregate remaining lease liability of $27.4 million have been subleased to
third parties with aggregate future sublease payments due to the Company under these agreements of $16.0
million,
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Rent expense for operating leases was $77.5 million, $68.2 million and $63.4 million for the years ended
December 31, 2003, 2002 and 2001, respectively, which is net of sublease income of $3.6 million, $3.8 million
and $1.2 million, respectively.

Agreements with charter airlines

The Company leases cargo aircraft from time to time for utilization in its domestic and international
heavy-cargo, overnight air network based on seasonality, freight volumes and other factors. These charter airline
agreements are cancelable with a 30-day notice; therefore, as of December 31, 2003, the Company was not
obligated under any long-term lease agreements. Total lease expense for these aircraft recognized by the
Company in its statement of operations for 2003, 2002 and 2001 approximated $4.5 million, $12.8 million and
$58.7 million, respectively.

Litigation

In July 2002, Kitty Hawk, Inc., a provider of air transportation services, filed a demand for binding
arbitration against the Company with the American Arbitration Association to resolve its claim for freight
transportation services rendered to the Company. In response, the Company asserted certain counterclaims. In
July 2002, the Company recorded a liability of $1.5 million for its obligation for freight services provided by
Kitty Hawk. Arbitration hearings were held during June 2003 and the parties submitted their final post-hearing
briefs. In August 2003, the arbitrators ruled in favor of Kitty Hawk, awarding Kitty Hawk $3.8 million. In
September 2003, the Company filed a motion to modify and correct the award, which was denied by the
arbitrators. The Company paid Kitty Hawk $2.0 million in 2003 and will pay Kitty Hawk $1.8 million in
quarterly payments through December 2004. In September 2003, the Company increased its liability by $2.3
million to the amount awarded to Kitty Hawk in arbitration. This charge is included in cost of transportation in the
consolidated statement of operations.

In addition to the EEOC matter (see Note 17) and the Kitty Hawk matter, the Company is party to routine
litigation incidental to its business, which primarily involves other employment matters or claims for goods lost or
damaged in transit or improperly shipped. Many of the other lawsuits to which the Company is a party are
covered by insurance and are being defended by Company’s insurance carriers. The Company has established
accruals for these other matters and it is management’s opinion that the resolution of such litigation will not have
a material adverse effect on the Company’s consolidated financial position, results of operations or cash flows.
However, a substantial settlement payment or judgment in excess of the Company’s accruals could have a
material adverse effect on its consolidated results of operations or cash flows.

Note 19 — Off balance sheet financing
Synthetic Jease agreements
Entering 2002, EGL was the lessee in two synthetic lease agreements with special purpose entities. Both

of these lease agreements were terminated during 2002 as a result of the expiration of the original lease terms as
further discussed below.
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In November 2002, the Company’s $20 million master operating synthetic lease agreement expired. This
lease facility financed the acquisition, construction and development of five terminal and warehouse facilities
throughout the United States. Upon termination of this agreement, the Company purchased the five properties
leased under this agreement for $14.1 million which was the amount of the outstanding lease balance at the time
of termination. Three of these terminal facilities were then sold and leased back from an unrelated party in the
fourth quarter of 2002 and the fourth facility was sold and leased back in May 2003 as discussed below. The
remaining terminal facility, with a book value of approximately $3.4 million, was retained by the Company and is
leased to an unrelated party under a lease to purchase agreement that requires the lessor to purchase the property
by October 2005.

In December 2002, the Company was required to pay the lease balance and related interest of $15.5
million under a second synthetic lease agreement entered into during 1998 by Circle. This lease facility financed
the acquisition, construction and development of a terminal facility located in New York, New York. The land
leased under this agreement was accounted for as a synthetic operating lease and the building and improvements
were accounted for as a capital lease. As of December 31, 2003 and 2002, the carrying value of the land and
property is included in property and equipment in the consolidated balance sheets and the building is being
depreciated over its useful life.

As a result of the above two lease expirations, the Company is no longer a party to any lease agreements
with special purpose entities as of December 31, 2003 or 2002.

Sale — leaseback agreements

In May 2003, the Company sold its terminal and warehouse facility located in Connecticut to an unrelated
party for $1.2 million, net of related closing costs. One of the Company’s subsidiaries then leased this property
for a term of 11 years, with options to extend the initial term for up to 20 years. Under the terms of the lease
agreement, the monthly lease payments average approximately $12,000 for this facility. This facility was
constructed under our master operating synthetic lease agreement, which became due in November 2002. The net
book value of this facility was $1.2 million. As a resuit, a loss of $37,000 on the sale of the property was
recognized in 2003 and is included in nonoperating expense in the consolidated statement of operations.

In the fourth quarter of 2002, the Company completed transactions to sell three of its terminal and
warehouse facilities located in Grapevine, Texas, Austin, Texas and South Bend, Indiana to an unrelated party for
$14.1 million, net of related closing costs. One of the Company’s subsidiaries then leased these properties for a
term of 11 years, with options to extend the initial term for up to 20 years. Under the terms of the lease
agreements, the monthly lease payments average approximately $141,000 in total for these facilities. These
facilities were constructed under our master operating synthetic lease agreement, which became due in November
2002. The sale-leaseback transactions were completed in conjunction with paying the master operating synthetic
lease balance for two of the facilities. The third facility was completed in December 2002. The lease payment for
these facilities and related closing costs was $10.5 million resulting in a gain of $3.6 million on the sale of the
properties. The gain was deferred and is being recognized over the term of the lease agreements.

In December 2002, EGL entered into agreements to sell land in Miami, Florida and Toronto, Canada to
developers who will build-to-suit terminal warehouse facilities and lease them back to the Company upon
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completion of the facilities. The purchase price of the Miami land was $9.8 million, which equaled its carrying
value. The Miami land was originally purchased by the Company from James R. Crane, Chairman and Chief
Executive Officer of EGL (see Note 20). The purchase price of the Toronto land was $4.8 million and the
carrying value was $4.4 million resulting in a gain of $358,000, which was deferred and is being recognized over
the term of the lease agreement. In the third quarter of 2002, the Company recorded an impairment charge of
£500,000 related to a management decision not to use certain architectural design plans for the proposed Toronto
building. The Miami facility was completed in November 2003. The terms of the Miami lease agreement include
average monthly lease payments of $196,000 for 125 months with options to extend the initial term for up to an
additional 120 months. The Toronto facility was completed in March 2004. The terms of the Toronto lease
agreement include average monthly lease payments of approximately $110,000 for 185 months with options to
extend the initial term for up to an additional 120 months.

On March 31, 2002, the Company entered into a transaction whereby the Company sold its San Antonio,
Texas property with a net book value of $2.5 million to an unrelated party for $2.5 million, net of closing costs.
One of the Company’s subsidiaries subsequently leased the property for a term of 10 years, with options to extend
the initial term for up to 23 years. Under the terms of the lease agreement, the quarterly lease payment is
approximately $85,000, which amount is subject to escalation after the first year based on increases in the
Consumer Price Index. A loss of $42,000 on the sale of this property was recognized in the first quarter of 2002.

On December 31, 2001, the Company terminated an operating lease agreement relating to its corporate
headquarters facility in Houston, Texas and purchased the property covered by this agreement for $8.1 million. In
connection with the termination of the lease agreement and the purchase of the property, the Company entered
into a transaction whereby it sold this property and certain other properties in Houston and Denver owned by the
Company with a net book value of $17.2 million to an unrelated party for $18.6 million, net of closing costs of
$771,000. Mr. Crane also conveyed his ownership in a building adjacent to the Houston facility directly to the
buyer and received $5.8 million in proceeds. Mr. Crane’s investment in the building was approximately $5.8
million. One of the Company’s subsidiaries then leased these properties for a term of 16 years, with options to
extend the initial term for up to 15 years. Under the terms of the new lease agreement, the quarterly lease
payment is approximately $865,000, which amount is subject to escalation after the first two years based on
increases in the Consumer Price Index. A gain of $641,000 on the sale of the properties was deferred and is being
recognized over the term of the lease agreement. The future lease payments for each of these transactions are
included in the table of future minimum lease payments in Note 18.

Note 20 — Related party transactions
Investment in Miami Air International, Inc.

In connection with the Miami Air investment (see Note 8), Miami Air and the Company entered into an
aircraft charter agreement whereby Miami Air agreed to convert certain of its passenger aircraft to cargo aircraft
and to provide aircraft charter services to the Company for a three-year term. There were previously four aircraft
subject to the aircraft charter agreement. During 2002 and 2001, the Company paid Miami Air approximately
$6.1 million and $11.8 million, respectively, under the aircraft charter agreement for use of 727 cargo airplanes
under an aircraft, crew, maintenance and insurance, or ACMI arrangement. The payments were based on market
rates in effect at the time the lease was entered into. In late February 2002, EGL and Miami Air mutually agreed
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to ground one of these aircraft because of the need for maintenance on that plane. In May 2002, the Company and
Miami Air mutually agreed to cancel the aircraft charter agreement for the three planes and paid $450,000 for
services rendered in May 2002 and aircraft repositioning costs. There were no amounts due to Miami Air at
December 31, 2003.

Miami Air, each of the private investors and the continuing Miami Air stockholders also entered into a
stockholders agreement under which Mr. Crane and Frank J. Hevrdejs (a director of the Company) are obligated
to purchase up to approximately $1.7 million and $500,000, respectively, worth of Miami Air’s Series A preferred
stock upon demand by the board of directors of Miami Air. The Company and Mr. Crane both have the right to
appoint one member of Miami Air’s Board of Directors. Additionally, the other private investors in the stock
purchase transaction, including Mr. Hevrdejs, collectively have the right to appoint one member of Miami Air’s
Board of Directors. As of December 31, 2003, directors appointed to Miami Air’s Board include a designee of
Mr. Crane, Mr. Elijio Serrano, the Company’s Chief Financial Officer, and three other unrelated parties. The
Series A preferred stock was issued in December 2002, when the investors were called upon by the Board of
Directors of Miami Air to purchase their preferred shares. The Series A preferred stock (1) is not convertible, (2)
has a 15.0% annual dividend rate, and (3) is subject to mandatory redemption in July 2006 or upon the prior
occurrence of specified events. The original charter transactions between Miami Air and the Company were
negotiated with Miami Air’s management at arms length at the time of the Company’s original investment in
Miami Air. Miami Air’s pre-transaction Chief Executive Officer has remained in that position and as a director
following the transaction and together with other original Miami Air investors, remained as substantial
shareholders of Miami Air. Other private investors in Miami Air have participated with the Company’s directors
in other business transactions unrelated to Miami Air.

The Company caused a $7.0 million standby letter of credit to be issued in favor of certain creditors for
Miami Air to assist Miami Air in financing the conversion of its aircraft. This letter of credit was reduced to $3.0
million in January 2003 (see Note 10).

Miami land purchase

The Company’s operations in Miami, Florida were located in three different facilities. In order to
increase operational efficiencies, the Company acquired land to be used as the site for a new facility to
consolidate its Miami operations. The land was acquired in August 2002 from a related party entity controlled by
Mr. Crane for $9.8 million in cash, including the Company’s acquisition costs of $131,000. This parcel of land
had been previously identified by EGL as the most advantageous property on which to consolidate its Miami
operations. EGL entered into negotiations on the land and reached agreement with the seller on terms. However,
given the downturn in the economy and the Company’s weakening financial condition at that point in time, EGL
elected to delay purchasing this property until its financial condition improved. On July 10, 2001, Mr. Crane
purchased the land in anticipation of reselling the land to EGL. The Company’s Audit Committee, consisting of
five independent directors, engaged in an analysis and discussion regarding whether it was in the best interest of
the Company to enter into a purchase agreement to purchase this particular tract of land from Mr. Crane. The
Audit Committee analysis included, but was not limited to, obtaining an independent appraisal of the land,
reviewing a comparative properties analysis performed by an outside independent real estate company and
performing a cost benefit analysis for several different alternatives. Based upon the data obtained from the
analysis, the Audit Committee determined the best alternative for the Company, in its opinion, was for the
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Company to purchase the property from Mr. Crane. The Audit Committee then made a recommendation to the
Company’s Board of Directors, which includes six independent directors, to purchase this land at Mr. Crane’s
purchase price plus carrying costs, which was lower than the current market value. In August 2002, the purchase
was approved unanimously by the Company’s Board of Directors, with Mr. Crane abstaining from the vote.
Construction of the new Miami facility was completed in November 2003 and the Company is consolidating its
Miami operations at the new facility.

Source One Spares

Mr. Crane is a director and significant shareholder of Source One Spares, Inc. (“Source One”), a company
specializing in the “just in time” delivery of overhauled components to commercial aircraft operators. In May
1999, the Company began subleasing a portion of its warehouse space in Houston, Texas and London, England to
a customer pursuant to a five-year sublease, which terminated in 2002. Following termination of the sublease, the
Company subleased the warehouse to the customer on a month to month basis. Rental income was approximately
$95,000, $30,000 and $105,000 for the years ended December 31, 2003, 2002 and 2001, respectively. In
addition, the Company billed this customer approximately $7,000, $133,000 and $511,000 for freight forwarding
services during the years ended December 31, 2003, 2002 and 2001, respectively.

Aircraft usage payments

In conjunction with its business activities, the Company periodically utilizes aircraft owned by entities
that are controlled by Mr. Crane. The Company is charged for actual usage of the aircraft on an hourly basis at
market rates and is billed on a periodic basis. During the years ended December 31, 2003 and 2002, the Company
reimbursed Mr. Crane $621,000 and $1.2 million, respectively, for actual hourly usage of the aircraft. During the
period August 1, 2001 through December 31, 2001, the Company reimbursed Mr. Crane approximately $49,000
for hourly usage of the aircraft. Prior to August 1, 2001, the Company reimbursed Mr. Crane for his $112,000
monthly lease obligation on this aircraft and the Company billed Mr. Crane for any use of this aircraft unrelated to
the Company’s business on an hourly basis. During the period from January 1, 2001 through July 31, 2001, the
Company reimbursed Mr. Crane $800,000 in lease payments and related costs of the aircraft.

Houston property

In connection with a sale-leaseback agreement entered into by the Company in 2001, Mr. Crane conveyed
his ownership in a building adjacent to the Houston facility directly to an unrelated buyer. The Company then
leased the property directly from the buyer. See Note 19 for further discussion.

EGL subsidiaries in Spain and Portugal

In April 1999, Circle sold a 49% interest in its two previously wholly-owned subsidiaries in Spain and
Portugal for $1.3 million to Peter Gibert. Mr. Gibert currently serves as the managing director of both
subsidiaries and was one of EGL’s directors in 2000 and 2001 and resigned from the Board of Directors in May
2002. The purchase price was paid one-third at closing, with the balance due in equal installments in October
2000 and April 2002 and interest accruing on the unpaid balance at 6%. Under the terms of the sale agreement,
Mr. Gibert has the option to require the Company to purchase this interest at the fair value of these entities at the
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time the option is exercised and the Company has the option to repurchase these interests after December 31,
2005. The Company has deferred the recognition of the gain of this transaction of $866,000 and has recorded this
amount in minority interest.

Consulting agreement

In connection with Mr. Gibert stepping down as Chief Executive Officer of Circle and relocating to Spain
in 1999, Mr. Gibert entered into a consulting agreement with Circle pursuant to which he agreed to provide sales,
marketing, strategic planning, acquisition, training and other assistance as reasonably requested wherever Circle
has operations, other than in the United States, Spain and Portugal. The consulting agreement provided for annual -
compensation in the first year of $375,000 and annual compensation in the second and third years of $275,000 per
year. The consulting agreement, which has a three-year term that commenced January 1, 1999, also prohibits Mr.
Gibert, directly or indirectly, from competing against Circle during the term of the consulting agreement, plus six
months thereafter.

Upon returning to Circle as Interim Chief Executive Officer in May 2000, Mr. Gibert agreed to suspend
the term of the consulting agreement from May 2000 to November 2000 while he served as Interim Chief
Executive Officer of Circle. The original term of the consulting agreement was later extended until May 31,
2004.

Note 21 — Geographic and services information

The Company operates in one segment and is organized functionally in geographic divisions.
Accordingly, management focuses its attention on revenues, net revenues, income from operations and
identifiable assets associated with each of these geographical divisions when evaluating effectiveness of
geographic managemert.
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Asia &
North South Europe & South
America America Middle East Pacific Eliminations Consolidated

(in thousands)
Year ended December 31, 2003:

Total TEVENUES .....verevreeeeereesireers, $ 1,131,144 § 101226 $ 460,547 $ 524377 $  (45562) § 2,171,732
Transfers between divisions ................ (13,676) (5,589) (13,570) (12,727) 45,562 -
Revenues from customers .................. $ 1,117468 § 95637 $ 446,977 § 511,650 3 - § 2,171,732
Total netrevenues ................ooeeeenne. $ 468,139 $§ 15791 $§ 156,859 § 94463 $ - 3 735,252
Intercompany (profits) losses .............. 11,302 (4,043) (6,749) (510) - -
Net reVenues ........ooovviviiiiveininin.nn, $ 479441 $ 11,748 $ 150,110 § 93,953 § - § 735,252
Income (loss) from operations ............. $ 29,855 § (2,476) $ 175§ 17,211 S 44,765
Identifiable assets .........o.ocovviniininnns § 557940 § 28534 § 195,771 $ 161,993 3 044,238
Year ended December 31, 2002:

Total TEVENUES ...vvvieiiiiiiiiinnnnn, $ 1,053,663 $ 69,527 § 356,960 $ 436,157 $ 46,974) 3% 1,869,333
Transfers between divisions ................ (15,403) (5,247) (12,997) (13,327) 46,974 -
Revenues from customers .................. $ 1,038,260 $§ 64280 § 343963 § 422830 § - 8 1,869,333
Total net IeVenues ........oeevvveeeninennn.s. $ 446917 $ 14499 $§ 123,229 $ 87,487 § - 8 672,132
Intercompany (profits) losses .............. 10,324 (3,489) (6,405) (430) - -
NEt TEVEIUES . ovnineiineeiiaeiinanainns $ 457241 § 11,010 § 116,824 § 87,057 § - 672,132
Income (loss) from operations ............, $ 17,572 § (3,529) § (3,230) $ 18,859 $ 29,672
Identifiable assets ...........ovvevivnininnnnes § 533424 § 18,024 § 154426 § 139,844 8 845,718
Year ended December 31, 2001:

Total TEVENUES «..vvvenivieieeciienicieaa, $ 1,112946 $§ 63939 § 335366 3 396,647 $ (48,149) $ 1,860,749
Transfers between divisions ................ (16,195) (5,422) (15,205) (11,327) 48,149 -
Revenues from customers .................. $ 1,096,751 $ 58,517 § 320,161 $ 385320 § - 5 1,860,749
Total net revenues ..........ooeeevivvininnnns $ 431414 § 13392 § 113,669 $ 85708 § - 3 644,183
Intercompany (profits) losses .............. 7,905 (4,699) (8,252) 5,046 - -
NEtIEVENUES ....ovveririreieeeeneisianaenss $ 439319 § 8,693 § 105417 $§ 90,754 3 - 8 644,183
Income (loss) from operations ............. $ (78,399) § (5738) ¢ 1,697 § 24,871 S_LSGQ)_

Revenues from transfers between divisions represents approximate amounts that would be charged if the
services were provided by an unaffiliated company. Total divisional revenues are reconciled with total
consolidated revenues by eliminating inter-divisional revenues. Net revenues by division for the years ended
December 31, 2002 and 2001 have been restated from previously reported amounts to exclude intercompany
profits and losses. These reclassifications had no impact on consolidated net revenues.

The Company is domiciled in the U.S. and had revenues from external customers in the U.S. of $1,014
million, $947 million and $1,007 million for the years ended December 31, 2003, 2002 and 2001, respectively.
The U.S. had long lived assets of $194 million and $171 million as of December 31, 2003 and 2002, respectively.
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The Company charges its subsidiaries and affiliates for management and overhead services rendered in
the United States on a cost recovery basis.

The following tables show revenues and net revenues attributable to the Company’s principal services:

Twelve Months Ended December 31,
2003 2002 2001
(in thousands)

Revenues:

Adr freight forwarding.......c..cooevvieimniniecinnenn 8 1,440,246 $ 1,283,610 $ 1,307,863
Ocean freight forwarding .......ccoooverevimvcensrerinrerne. 208,143 216,602 195,040
Customs brokerage and other.........cccocvevivinvininens 433,343 369,121 357,846
$ 2,171,732 $ 1,869,333 $ 1,860,749

Net revenues:
Air freight forwarding.........cccooveiniiieiciiieinene $ 423,115 $ 405,989 § 386,933
Ocean freight forwarding ...........coocvvvevneniniennennnn 63,078 58,135 58,912
Customs brokerage and other............ccoevvevirieinenene 247,059 208,008 198,338
TOtal .ot $ 735,252 $ 672,132 $ 644,183

Note 22 — Subsequent events

In February and March 2004, the Company’s Board of Directors authorized the repurchase of up to $65.0
million in value of our outstanding common stock. From February 25 to March 3, 2004, the Company purchased
approximately 936,000 shares of its outstanding common stock for approximately $15.0 million using available
cash. The Company intends to purchase up to an additional $50.0 million of EGL common stock during 2004,
depending on market conditions and other factors. The Company’s Restated Credit Facility was amended in
February 2004 to consent to the share repurchase.

Note 23 — Quarterly financial information (unaudited)

Three Months Ended
March 31, June 30, September 30, December 31,
2003 2003 2003 2003
(in thousands, except per share amouts)

REVENULS ..o 8§ 483,650 $ 526,863 § 539,275 $ 621,944
Net revenues.............. 167,566 185,530 183,764 (1) 198,392
Operating income 4,638 12,211 11,333 (1)(2) 16,583 (3)
Income before provision for

INCOME tAXES ..vveververenireienreieranreneens 4,496 10,402 8,936 (1)(2) 14,682 (3)(4)
NetINCOME c.ovvvvevervierinrirviecer e 2,795 6,467 5,556 (1)(2) 9,127 (3)(4)
Basic earnings per share ................... 0.06 0.14 0.12 0.19
Diluted earnings per share................ 0.06 0.14 0.12 0.19

(1) Includes a charge of $2.3 million for settlement of the claim by Kitty Hawk. See Note 18.

(2) Includes a credit of $589,000 for reversal of certain costs related to the settlement with the EEOC in which certain administrative
costs were completed and actual costs were less than amounts accrued. See Note 17.

(3) Includes a credit of $826,000 for reversal of payroll taxes we will not be required to pay related to the settlement with the EEOC.
See Note 17. .
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(4) Includes a credit of $1.3 million for reversal of an accrual for our exposure on the standby letter of credit related to our investment
in Miami Air. See Note 8.

Three Months Ended
March 31, June 30, September 30, December 31,
2002 2002 2002 2002
(in thousands, except per share amounts)

ReVenues ......cocovvvveviiiecieieeeie e $ 417,109 $ 454,919 3 469,425 $ 527,880
Net TeVENUES ....cccviercriirireecrereierene s 154,120 163,155 171,320 183,537
Operating inCoOmMe .......cccovevervrnerireennn 1,460 4,801 11,757 (1) 11,654
Income (loss) before provision

(benefit) for income taxes .........eceeereue (6,770) (2) 1,537 9,422 (1) 10,927
Income (loss) before cumulative

effect of change in accounting ‘

for negative goodwill.......c.oooerrvcnnnnn. (4,130) (2) 938 5,747 (1) 6,666
Cumulative effect of change in

accounting for negative goodwill......... 213 - - -
Net income (1058)..ccvvvvveiniriieienniireeenn (3,917) (2) 038 5,747 (1) 6,666
Basic earnings (loss) per share

before cumulative effect of change

in accounting for negative goodwill..... (0.09) 0.02 0.12 0.14
Cumulative effect of change in

accounting for negative goodwill......... 0.01 - - -
Basic earnings (loss) per share .............. (0.08) 0.02 0.12 0.14
Diluted earnings (loss) per share

before cumulative effect of change

in accounting for negative goodwill..... (0.09) 0.02 0.12 0.14
Cumulative effect of change in

accounting for negative goodwill......... 0.01 - - -
Diluted earnings (loss) per share ........... (0.08) 0.02 0.12 0.14

(1) Includes grant proceeds of $8.9 million received from the United States Department of Transportation under the Air
Transportation Safety and System Stabilization Act and a $5.5 million charge to merger related restructuring and integration
costs. See Notes 2 and 4.

(2) Includes an impairment charge of $6.7 million of our investment in Miami Air and a $1.3 million charge for accrual of our
exposure on a standby letter of credit related to our investment in Miami Air. See Note 8.
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